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ABSTRACT 


Farmers’  economic  well-bejng  can  be  measured  in  terms  of  income 
or  net  worth  or  some  combination  of  the  two.  Net  farm  income  has  been 
the  most  common  measure  used.  Typically,  net  farm  income  has  been 
both  variable  in  the  short  run  and  low  in  the  long  run.  Throughout  the 
1950s  and  1960s,  relative  price  changes  between  the  farm  and  nonfarm 
sectors,  and  machinery  investment  requirements  due  in  large  part  to 
rapid  technical  change  in  agriculture,  contributed  to  attention  being 
placed  on  net  farm  income  as  an  indicator  of  farmers ’  economic  well¬ 
being.  More  recently,  the  impact  of  inflation  on  capital  investment  in 
agriculture,  particularly  land  investment,  has  made  capital  gains  an 
important  addition  to  a  measure  of  farmers'  economic  well-being. 

Using  a  measure  which  combines  income  and  asset  values  as  com¬ 
ponents  of  an  economic  well-being  measure,  this  study  estimates 
Canadian  farmers’  economic  well-being  from  19^9  to  1976.  Secondary 
data  published  by  Statistics  Canada  on  farm  income  and  farm  asset  values 
form  the  basis  of  the  estimates.  Gross  farm  asset  values  are  annuitized 
to  reflect  a  flow  of  benefits  to  asset  owners  over  a  30-year  period. 
Three  interest  rates  are  used  to  sensitize  the  annuity  calculation  to 
various  conditions  in  the  farm  credit  market.  These  annuity  values 
are  then  added  to  net  farm  income  to  produce  a  composite  measure  for 
economic  well-being. 
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The  real  economic  position  of  Canadian  farmers  is  found  to 
Improve  over  the  period  studied.  However,  all  provinces  in  Canada 
have  not  shared  equally  in  this  improvement,  either  on  an  aggregate 
or  on  a  ’per  farm’  basis.  Relative  to  net  farm  income,  farm  asset 
values  are  an  increasingly  important  component  of  the  economic  well¬ 
being  measure. 

The  estimates  calculated  in  this  study  represent  a  first 
approximation  of  measures  of  farmers ’  economic  well-being  which 
include  more  than  net  farm  income.  More  accurate  measurement  could 
be  achieved  with  the  inclusion  of  data  on  off-farm  income,  quota 
values  and  asset  liability  or  net  investment  in  agriculture. 
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INTRODUCTION 


Concern  exists  in  Canada  about  the  economic  well-being  of  farmers. 
What  is  more,  the  Impact  of  inflation  has  increased  uncertainty  about  real 
economic  positions.  An  explicit  examination  of  the  level  of  farmers’ 
economic  position  and  its  change  over  time  is  required  before  an  under¬ 
standing  of  the  situation  can  be  expected. 

Traditionally,  income  has  been  the  sole  measure  of  farmers' 
economic  well-being.  Income  continues  to  be  a  necessary  part  of  such  a 
measure  but  no  longer  is  it  sufficient.  To  bring  into  clearer  focus  the 
economic  position  of  Canadian  farmers,  two  steps  must  be  taken.  The  first 
is  to  develop  a  meaningful  measure  for  examining  economic  well-being  of 
farmers.  The  second  is  to  use  this  measure  to  determine  the  level  of 
farmers’  economic  position  and  its  change  over  time.  This  study  describes 
a  measure  which  could  be  used  to  examine  economic  position  and,  using  this 
measure,  empirically  estimates  the  economic  position  of  Canadian  farmers 
over  a  28-year  period. 
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Proceeding  from  the  introduction,  there  are  five  chapters  to  the 
study.  Chapter  1  is  designed  to  orient  the  reader  towards  the  subject  of 
farmers’  economic  well-being.  It  discusses  several  incentives  to 
accurate  measurement,  defines  terms  and  describes  the  economic  environ¬ 
ment  surrounding  the  Canadian  farm  sector. 

Chapter  2  reviews  past  approaches  to  measuring  farmers’  economic 
position.  Previous  studies  vary  in  their  emphasis  on  farm  income  as  a 
measure  or  on  farm  assets  or  on  some  combination  of  the  two.  Off-farm 
Income  has  received  attention  more  recently  as  contributing  to  farmers' 
economic  well-being. 

Chapter  3  presents  a  measure  for  economic  well-being  and  considers 
theoretical  and  practical  problems  inherent  in  using  an  income-asset 
approach  to  its  measurement.  Characteristics  of  the  income  stream  and 
asset  values  specific  to  the  agricultural  sector  are  discussed,  along 
with  a  few  examples  of  practical  problems  which  may  be  encountered  in 
measuring  farmers'  economic  position.  In  this  discussion,  data  require¬ 
ments  are  assumed  to  be  ideally  realizable. 

Chapter  4  provides  empirical  estimates  of  the  economic  position  of 
Canadian  farmers  on  national  and  provincial  aggregate  levels  from  19^9  to 
1976.  Actual  data  sources  are  described  along  with  the  method  used  to 
calculate  the  estimates.  These  estimates  are  based  on  data  from  secondary 
sources.  They  are  incomplete  in  the  sense  that  existing  data  sources  are 
insufficient  to  provide  all  estimates  ideally  required  from  a  theoretical 
point  of  view.  Only  secondary  data  on  income  from  farm  employment, 
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income  in  kind  and  supplementary  payments  to  farmers  are  included  in 
the  Canadian  income  estimates.  Not  included  are  data  on  off-farm 
employment  nor  investment  income.  Farm  asset  value  estimates  used  in 
the  study  are  not  net  of  liability,  nor  do  they  include  estimates  for 
quota  values.  Despite  their  incompleteness,  the  present  estimates  are 
a  first  approximation  at  including  asset  values  along  with  income  as 
an  indication  of  farmers’  economic  position. 

Chapter  5  summarizes  the  study  and  draws  conclusions  from  the 
analysis .  It  also  recommends  areas  for  future  research  in  the 
measurement  of  farmers'  economic  well-being. 
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CHAPTER  1 


THE  AGRICULTURAL  SECTOR  AND  ECONOMIC  WELL-BEING 

INTRODUCTION 

The  present  chapter  provides  the  reader  with  an  orientation 
towards  the  study  of  economic  well-being  in  an  agricultural  setting. 
Informtion  is  grouped  into  three  sections.  Different  perceptions  about 
the  economic  well-being  of  Canadian  farmers  are  held  by  major  segments 
of  our  society.  The  first  section  discusses  various  concerns  of  farmers 
themselves,  of  governments  and  of  consumers.  The  second  section  clarifies 
terms  specific  to  the  study.  The  three  concepts  defined  are:  net  worth, 
economic  well-being  and  well-being.  Changes  in  the  structure  of  the 
agricultural  sector  and  between  it  and  the  wider  economy  which  have  a 
bearing  on  farmers’  economic  well-being  are  discussed  in  the  final  section. 

CONCERNS  ABOUT  FARMERS’  ECONOMIC  POSITION 
Concern  about  the  economic  well-being  of  farmers  comes  from  three 
sources:  farmers  themselves,  government  and,  more  recently,  consumers. 

Each  group  has  reasons  stemming  from  self-interest  to  know  the  real 
economic  position  of  farmers.  Also  out  of  self-interest,  each  group  is 
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committed  to  ensuring  the  strength  of  farmers'  economic  well-being.  These 
concerns  are  related  to  economic  forces  from  both  inside  and  outside 
the  agricultural  sector  which  bring  about  structural  change.  A  subsequent 
section  will  discuss  economic  causes  for  structural  change;  the  discussion 
here  indicates  how  each  social  group  is  affected  by  such  change. 


FAKMER-MOTIVATED  CONCERNS 

Each  farmer  has  a  direct  concern  for  his  economic  position  for  it 
is  through  this  that  his  economic  goals  must  be  met .  These  goals  include 
maintaining  family  living  standards,  maintaining  the  farm  business,  ex¬ 
panding  and/or  changing  farm  operations,  and  meeting  the  special  needs  of 
the  new  entrant  and  those  wishing  to  retire.  These  goals  exist,  in  total 
or  in  part,  for  any  farm  operation.  Should  achievement  of  any  of  these 
goals  become  more  difficult,  concern  of  the  farmer  intensifies. 

Changing  relative  prices  and,  more  recently,  inflation  in  all 
prices  have  affected  farmers’  economic  position.  Historically,  the 
share  of  the  agricultural  sector  in  the  total  economy  has  declined 
with  national  economic  development  and  returns  to  farm  labour  have  not 
increased  at  the  same  rate  as  those  of  the  non-farm  sector.  During 
the  1950s  and  1960s,  there  was  a  tendency  for  farm  costs  to  increase 
more  rapidly  than  farm  prices .  Technical  change  encouraged  the  use  of 
more  capital  equipment,  often  larger  in  capacity,  which  brought  greater 
reliance  on  off-fam  inputs.  Such  changes  put  stress  on  the  main¬ 
tenance  of  family  living  standards  and  farm  operations  from  farm  income 

alone .  ^ 

1  Canada  Department  of  Agriculture  Task  Force,  Orientation  of  Canadian 
Agriculture ,  Vol.l  Part  A  (1977)  p.91.  See  also  Federal  Task  Force 
on  Agriculture,  Canadian  Agriculture  In  the  1970s  (1969)- 
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In  the  1970s,  farm  land,  prices  have  increased  significantly, 

further  exacerbating  demands  for  capital.  As  well  as  adding  rigidity  to 

consumption/investment  decisions,  thereby  affecting  lifestyle  and  farm 

operation,  such  capital  expenditure  requirements  made  it  difficult  for 

the  new  entrant  and  hinder  expansion  or  shifts  of  farm  operations  from 

2 

one  activity  to  another.  From  the  retiree’s  point  of  view,  the  increased 
value  of  land  has  improved  his  economic  position,  though  these  gains  may 
be  somewhat  lessened  if  the  purchasing  power  of  his  fixed  income  is 
reduced  by  inflation. 

GOVERNMENT-MOTIVATED  CONCERNS 

Governments'  concerns  stem  from  two  sources:  1)  directly  from  the 
fulfilment  of  governments’  public  responsibilities  and  2)  indirectly  from 
their  role  as  representing  the  interests  of  all  groups  in  the  society, 
including  those  of  farmers  and  consumers. 

(1)  There  are  two  basic  economic  goals  that  governments  at  all  levels 
seek  to  achieve.  One  is  to  ensure  at  least  a  minimum  standard  of  living 
for  those  within  the  social  structure;  the  other  is  to  ensure  economic 
growth  per  capita.  Other  economic  goals  such  as  full  employment,  efficient 
use  of  resources,  and  stable  prices  and  incomes  may  help  to  achieve  primary 
goals.  Insofar  as  the  economic  position  of  farmers  enters  into  these 

2.  W.H.  Scofield,  "Land  Prices  and  Farm  Income  Relationships",  Agricul¬ 
tural  Finance  Review,  Vol.25  (August  1964). 

3.  H.F.  Breimyer,  "Heterogeneity  in  Agriculture:  Impediment  to  Defi¬ 
nition  of  the  Farm  Problem",  JFE  Vol.42  #5  (Dec.  i960)  pp. 1509-1510. 

See  also  A.R.  Tubbs,  Agriculture  in  the  Current  Economic  Environment, 
Ag.Ec.  paper  #7117  (Nov.  1971) * 


■ 


goals,  it  Is  of  concern  to  governments.  Thus,  governments  traditionally 

have  been  interested  in  situations  of  low  farm  incomes,  unstable  farm 

prices  and  incomes  and  capital  investment  in  agriculture,  though  the 

emphasis  has  not  been  equal  in  all  areas  at  all  times  and  effectiveness 

4 

of  chosen  policies  has  been  questioned. 

(2)  Not  all  goals  of  government  are  consistent  with  each  other.  Short 
term  solutions  to  immediate  problems  may  result  in  greater  problems  in 
the  future.  Responding  to  desires  of  a  particular  group  is  likely  to 
entail  ignoring  the  needs  of  others.  Different  sectors  of  society  have 
been  perceived  to  have  conflicting  economic  goals.  For  example,  prices 
for  farm  products  considered  adequate  by  some  producers  may  be  thought 
inconsistent  with  consumers ’  desire  for  lower  food  prices .  A  role  of 
government  is  to  assist  a  resolution  where  goals  appear  to  conflict . 

Increasing  knowledge  about  actual  economic  positions  and  their 
roots  is  a  step  toward  resolving  economic  problems.  In  particular,  in¬ 
formation  about  farmers’  real  economic  position  and  how  it  has  changed 
over  time  will  help  to  clarify  perceived  problems  and  set  the  stage  for 
finding  realistic  solutions  where  problems  exist. 

1.  See:  W.M.  Drummond,  W,J.  Anderson  and  T.C.  Kerr,  A  Review  of 

Agricultural  Policy  in  Canada  (June  1966);  T.W.  Schultz,  Economic 
Growth  and  Agriculture  (1968);  Federal  Task  Force  on  Agriculture, 
Canadian  Agriculture;  M.M.  Veeman  and  T.S.  Veeman,  ’’The  Directions 
of  Canadian  Agricultural  Policy",  CJAE  Proc.  Issue  (1976)  pp. 78-90; 
and  Canada  Department  of  Agriculture  Task  Force,  Orientation,  Vol.2 
"Domestic  Policies  and  External  Factors  which  have  Influenced  the 
Development  of  Canadian  Agriculture"  (1977). 
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CONSUMER-MOTIVATED  CONCERNS 

Consumer  concerns  have  added  urgency  to  the  task  of  quantifying 
the  economic  position  of  farmers .  Two  types  of  consumer  concerns  appear 
most  urgent .  One  relates  consumer  food  prices  to  farmers T  income  and 
wealth  position;  the  other  links  supply  of  agricultural  products  with 
farmers’  economic  well-being. 


Consumer  Food  Prices 

Price  movements  in  the  1970s  have  led  to  significant  increases  in 

farm  net  incomes  and  farm  asset  values  while,  at  the  same  tame,  the 

rising  price  level  has  cut  into  the  purchasing  power  of  the  consumer 

dollar.  The  increasing  proportion  of  non- farmers  to  farmers  in  the 

population  only  adds  to  the  degree  of  consumer  interest .  Although 

sudden  changes  in  farmers’  economic  position  and  in  consumer  purchasing 

5 

power  are  in  seme  measure  independent  events,  together  they  have  drawn 

g 

consumer  attention  to  farmers’  economic  position. 


Supply  of  Agricultural  Products 


A  longer  run  concern  is  less  obvious  but  could  be  of  greater  sig¬ 
nificance  to  the  consumer.  This  is  the  link  between  capital  investment 
in  agriculture  and  its  effect  on  consumer  food  costs  in  the  future.  An 
analysis  done  by  the  Pood  Prices  Review  Board  concluded  "that  to  the 
degree  that  higher  food  prices  have  increased  producer  incomes,  there 


5.  For  example,  high  prices  for  exported  Canadian  agricultural  commodities 
can  add  to  farmers ’  gross  earnings  without  directly  affecting  Canadian 
food  costs;  high  prices  for  imported  food  products  add  to  consumer 
food  costs  but  not  to  domestic  producers ’  incomes . 

6.  See:  R.M.A.  Loyns  and  A. A.  Warrack,  "Rising  Prices,  Shrinking  Dollars 
— Inflation  and  the  Consumer"  (1972);  M.M.  Veeman  and  T.S.  Veeman, 

"The  Directions";  and  G.E.  Brandow,  "The  Pood  Price  Problem",  AJAE 

Vol.55  (1973)  pp. 385-390. 
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’has  been  a  concomitant  increase  in  farm  investment.  Such  an  increased 
capital  investment  will  have  a  beneficial  Impact  on  Canada’s  agricul¬ 
tural  productive  capacity  and  this,  in  turn,  should  have  a  moderating 

7 

effect  on  food  prices  in  future.” 

Given  that  productive  capacity  does  increase  in  response  to  a  food 

g 

price  increase,  the  effect  on  consumer  prices  in  future  depends  on  the 
degree  of  competition  in  the  market  and  the  relative  elasticities  of 
demand  and  supply.  These  relationships  vary  among  commodities  and  price 
effects  for  specific  goods  can  differ  between  producer  and  consumer.  In 
extreme  cases,  a  monopolist  or  monopsonist  may  not  respond  to  a  shift  in 
supply  with  a  change  in  price. 

In  competitive  markets,  a  shift  outward  of  supply  will  lead 
to  changes  in  producer  price,  consumer  price  or  profits.  Typically  for 
those  commodities  with  inelastic  demand  relative  to  supply,  a  shift 

outward  of  supply  would  induce  somewhat  larger  price  declines 
than  for  those  where  demand  were  more  elastic.  'Where  demand  at  retail  is 
more  elastic  than  farm  gate  demand  (for  example  due  to  added  marketing 
services  which  have  more  elastic  demand)  and  supply  elasticities  are 
similar  at  both  levels,  an  outward  shift  of  supply  normally  would 
reduce  prices  received  by  farmers  more  than  it  would  reduce  prices  paid 
by  consumers. 

7.  Pood  Prices  Review  Board,  Prices.  Incomes  and  Capital  Formation  in 
Canadian  Agriculture  (March  1975)  p.v. 

8.  An  increase  in  productive  capacity  is  more  likely  to  occur  when  a  price 
increase  Is  perceived  by  producers  to  be  more  than  a  short  term  change 
and  where  either  ability  to  expand  existing  production  facilities  or 
potential  producers  who  are  awaiting  a  price  Increase  before  entering 
the  market  exist,  or  both. 
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Changes  in  supply  can  induce  changes  in  the  marketing 
margin,  the  effects  of  which  on  prices  again  depend  on  the  degree  of 
competition  in  the  market  and  on  relative  demand  and  supply  elasticities . 

For  example,  an  outward  shift  in  supply  may  induce  economies  or 
diseconomies  of  size.  Where  demand  is  inelastic  relative  to  supply,  most 
of  the  price  effect  from  the  marketing  margin  change  occurs  at  the  con¬ 
sumer  level.  Where  demand  is  more  elastic  than  supply,  the  majority  of 
the  price  effect  of  a  marketing  margin  change  occurs  at  the  producer 
level . 


It  is  in  consumers'  self-interest  to  encourage  an  economically 

viable  and  developing  farm  sector.  Consumer  benefits  from  increased 

productive  capacity  are  greater  for  those  commodities  with  a  relatively 

9 

inelastic  demand.  For  example,  where  imports  are  inaccessible  or  res¬ 
tricted,  consumers  would  benefit  from  an  increase  in  domestic  productive 
capacity.  It  Is  also  in  consumers’  interest  to  reduce  marketing  margins, 
especially  for  those  commodities  where  demand  is  inelastic  relative  to 

i  10 

supply . 


9.  Characteristics  of  a  commodity  with  inelastic  demand  include:  few 
other  uses  for  it,  few  substitutes  and  that  it  form  a  small  part 
of  the  consumer  budget.  This  contrasts  with  a  commodity  having  a 
wider  variety  of  uses,  close  substitutes  (including  the  availability 
of  imports  without  trade  barriers)  and  forming  an  important  part  of 
the  consumer  budget.  See  R.C.  Buse  and  D.W.  Bromley,  Applied 
Economics  (1975)  p.227/8. 

10.  Supply  elasticity  increases  if  firms’  marginal  costs  are  small,  if 
many  potential  producers  exist  having  cost  curves  only  slightly 
above  those  of  existing  firms  and  if  time  to  adjust  supply  is 
lengthened.  See  Buse  and  Bromley,  p.109/110. 
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In  summary,  different  concerns  arise  out  of  the  goals  of  different 
economic  sectors,  which  in  turn  may  be  considered  within  various  time 
frames.  At  one  time,  income — either  its  level  or  its  stability — is  of 
prime  importance  to  the  farmer  when  making  economic  decisions;  another 
time  capital  requirements  and  investment  take  centre  stage.  The  consumer 
will  notice  price  more  at  one  juncture;  adequacy  of  supply  at  another. 

To  fully  satisfy  all  groups'  information  requirements  and  to  allow  for 
dialogue  among  them  in  the  event  of  conflicting  goals,  a  single  measure 
of  farmers'  economic  position  is  needed.  Such  a  measure  must  recognize 
changes  in  all  components  of  economic  well-being  in  order  to  provide  a 
useful  guide  to  effective  economic  decision  making. 


DEFINITIONS 

The  concept  of  economic  well-being  has  specific  characteristics 
in  the  current  study.  This  section  will  clarify  components  of  economic 
well-being  and  distinguish  the  concept  from  potentially  overlapping 
areas.  Brief  definitions  of  'net  worth’,  'economic  position’  and 
'well-being'  are  provided  here,  with  further  clarification  given  as 
needed  in  the  text . 

NET  WORTH 

The  net  worth  of  a  unit  is  a  value  measure  of  its  owned  assets, 
net  of  liabilities.  Physical  assets  in  agriculture  usually  are  classi¬ 
fied  into  three  groups:  farm  lands  and  buildings,  farm  machinery  and 
equipment,  and  livestock  and  poultry.  Where  it  exists,  quota  can  also 
have  its  own  value  apart  from  the  value  of  the  previously-listed  assets. 


. 
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Off-farm  assets  may  form  a  part  of  a  farmers’  portfolio.  Ideally, 
farmers’  net  worth  would  be  a  summation  of  the  market  value  of  all  assets, 
net  of  liabilities.  As  it  will  appear  in  Chapter  the  asset  component 
in  the  present  study  comprises  values  for  the  three  categories  of  farm 
physical  assets  without  deduction  for  liability. 

The  value  of  assets  cannot  meaningfully  be  combined  directly  with 
the  flow  of  income.  Following  a  formula  to  be  discussed  later,  it  can 
be  converted  ’’into  an  income  flow  by  recognizing  that  it  is  translatable 
into  an  annuity. ”  ^  However,  the  mathematical  potential  to  translate  a 
stock  of  wealth  into  a  flow  of  income  is  associated  with  two  caveats : 

1)  there  may  be  no  personal  advantage  to  annuitize  assets  and  2)  given 
the  desire,  opportunities  making  annuitization  possible  may  not  exist. 

This  latter  point  will  be  examined  in  this  study  as  it  relates  to  the 
operation  of  Canadian  credit  markets . 

ECONOMIC  POSITION 

Accepting  the  argument  that  asset  values  can  meaningfully  be 

translated  into  an  annuity,  this  study  defines  the  concept  of  economic 

position  or,  interchangeably,  economic  well-being  as  one  which  combines 

income  and  asset  values  into  one  measure.  The  importance  of  including 

income  and  asset  values  to  form  a  composite  measure  is  due  in  part 

because  both  can  represent  a  flow  of  services  at  the  command  of  an 

economic  unit  and  also  because  each  contributes  in  different  proportion 

11.  B.A.  Weisbrod  and  W.L.  Hansen,  ”An  Income-Net  Worth  Approach  to 
Measuring  Economic  Welfare”,  AER,  Vol,58  (Dec,  1968)  p,13l6. 
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to  this  flow.  This  concept  is  developed  in  this  study  to  measure 
economic  well-being  in  Canadian  agriculture . 

Economic  position  may  be  expressed  in  current  or  constant  dollar 
values.  Current  dollar  values  may  be  used  for  cross-sectional  compari¬ 
sons  of  economic  position.  Constant,  or  real,  value  changes  reflect 
real  changes  in  purchasing  power  of  an  economic  unit  over  time,  allowing 
for  time  series  comparisons. 


WELL-BEING 

The  concept  of  well-being  should  be  distinguished  from  economic 
well-being.  It  has  been  noted  that  there  may  be  differences  between  the 
economic  position  of  a  farm  business  and  that  of  the  farm  family. ^ 
Well-being  as  defined  here  will  refer  to  the  latter  unit,  though  there 
are  some  interconnections  between  the  farm  family  and  the  farm  business 
which  need  exploring. 


Economic  position  forms  a  part  of  well-being  by  providing  monetary 

resources  at  the  command  of  the  farm  unit.  However,  the  possibility  of 

’psychic  income’  is  recognized  as  part  of  the  concept  of  well-being. 

Psychic  income  T'is  the  amount  of  money  a  person  imputes  to  nonmonetary 

14 

factors  such  as  enjoyable  work,  security,  etc."  which  may  influence  the 
well-being  of  a  farm  operator  or  farm  family.  Measurement  of  such 


12.  H.  Lydall  and  J.B.  Lansing,  ”A  Comparison  of  the  Distribution  of 
Personal  Income  and  Wealth  in  the  United  States  and  Great  Britain”, 
AER,  Vol.49  (1959)  p.59.  See  also  Weisbrod  and  Hansen,  p.1316. 

13.  J.W.  Mellor,  ’’Toward  a  Theory  of  Agricultural  Development",  Agri¬ 
cultural  Development  and  Economic  Growth,  ed.  H.M.  Southworth  and 
B.J.  Johnston  (1967)  p.37.  This  subject  is  treated  in  more  detail 
in  Chapter  3  of  this  study. 

14.  D.W.  Moffat,  Economics  Dictionary  (1976)  p.l88. 


. 


' 


11 


factors  is  not  attempted  here.^  Personal  values  will  determine  whether 
the  net  impact  of  nonmonetary  factors  makes  a  positive  or  negative 
contribution  to  personal  well-being. 

In  some  cases,  the  well-being  of  an  individual  reflects  only  the 

farm  firm’s  economic  position.  Presumably,  investment  in  human  resources 

will  improve  not  only  the  farm  operator  but  also  his  farm  operations . 

Where  the  personal  desire  to  decrease  risk  leads  to  land  Investment  as  a 

l6 

hedge  against  inflation,  it  also  provides  the  farm  firm  with  a  poten¬ 
tially  more  viable  economic  base.  Such  interconnections  between  the  farm 
family  and  farm  business  should  be  kept  in  mind  in  attempts  to  better 
approximate  criteria  for  economic  decision-making  by  farmers. 


THE  STRUCTURE  OP  CANADIAN  AGRICULTURE 
The  structure  of  Canadian  agriculture  is  an  evolution  of  three 
overriding  forces .  First ,  structural  change  arises  from  the  interaction 
of  supply  and  demand  relationships  within  the  agricultural  sector. 

Second,  the  agricultural  sector  operates  within  national  and  international 
economies,  which  has  consequences  for  both  income  and  wealth  positions  of 
Canadian  farmers.  Third,  these  forces  may  be  influenced  by  institutional 
policies  and  programs.  An  examination  of  technical  supply  and  demand 
relationships  and  of  the  operation  of  the  agricultural  sector  within  a 
broader  economic  setting  will  demonstrate  what  changes  in  the  structure 
of  Canadian  agriculture  can  be  anticipated  in  the  absence  of  government 
intervention . 

15.  See:  J.P.  Madden,  "Income,  Wealth  and  Opportunities  of  the  Farm  Popu¬ 
lation",  Benefits  and  Burdens  of  Rural  Development  (1970);  or  G.M.  Bean, 
J.M.  Bohlen  and  R.H.  War  land.  Rural  Value-Orientations  and  Farm-Policy 
Positions  and  Actions  (May  1968) . 

16.  J.F.  Scott,  "Problems,  Policies  and  Data  Needs  in  Canadian  Agricul¬ 
ture",  CJAE,  Vol.19  #3  (Nov.  1971)  pp. 93-104. 
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TECHNICAL  RELATIONSHIPS  OF  SUPPLY  AND  DEMAND  IN  AGRICULTURE 

Technical  relationships  of  agricultural  supply  and  demand 
condition  structural  change  through  their  interaction  in  establishing 
equilibrium.  Characteristic  effects  of  these  technical  relationships  on 
farmers’  economic  position  can  be  seen  both  immediately  and  over  time. 
Examination  of  the  interactions  of  supply  and  demand  In  the  short 
run  gives  a  picture  of  the  agricultural  sector  and  may  indicate 
cash  flow  considerations  which  can  influence  structural  change. 

Longer  term  relationships  influence  income  trends  in  agriculture 

and  lead  to  seme  of  the  Interrelationships  between  the  farm  and  nonfarm 

sectors  mentioned  in  subsequent  sections. 

Technical  supply  and  demand  relationships  have  been  discussed  in 
17 

detail  elsewhere.  Here,  a  description  of  agricultural  supply  and 
demand  relationships  is  provided  summarily,  noting  influences  on  farmers’ 
economic  position.  Typically,  unstable  farm  prices  and  incomes  occur  in 
the  short  run.  While  relatively  low  farm  incomes  and  high  capital  values 
are  experienced  over  a  longer  time  period. 

Short  Run  Characteristics  of  Farmers’  Economic  Position 

Instability  in  farm  prices  and  incomes  stems  from  rapid  shifts  in 

either  demand  for  or  supply  of  agricultural  products  coupled  with 

short  run  inelasticities  of  demand  and  supply  curves.  Rapid  changes 

in  supply  due,  for  example,  to  vagaries  of  weather  or  to  the  cyclical 

17.  M.M.  Veernan  and  T.S.  Veeman,  ’’The  Changing  Organization,  Structure 
and  Control  of  Canadian  Agriculture",  AJAE,  V0I.6O  #5  (Dec.  1978) 
pp. 759-788;  W.D.  Jones  and  F.L.  Tung,  "A  Regional  Comparison  of 
Structural  Change  and  Resource  Use  in  the  Canadian  Farm  Industry  1961- 
1971",  CFE,  Vol.12  #5  (Oct.  1977);  Canada  Dept,  of  Agriculture, 
Orientation,  Vol.l;  M.  Wilman,  "Changes  in  Farm  Size  and  Numbers  in 
Canada  to  1966",  CFE,  Vol.2  #4  (Oct.  1967). 
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nature  of  production,  are  not  uncommon  in  agriculture.  When  the  shift 
in  demand  for  agricultural  products  in  the  short  run  is  relatively 
small  because,  for  instance,  of  slow  changes  in  tastes  and  preferences, 
these  supply  fluctuations  can  cause  unstable  agricultural  prices  and 
incomes.  On  the  other  hand,  demand,  particularly  from  export  markets, 
can  change  drastically  in  a  short  time.  When  supply  of  agricultural 
output  is  nearly  fixed  within  a  single  production  period,  unstable 
prices  and  incomes  can  result . 

Long  Run  Characteristics  of  Farmers  ’  Economic  Position 

Relationships  between  long  run  demand  and  supply  have  given 
rise  to  historically  low  farm  incomes  relative  to  nonfarm  incomes. 

There  are  two  influences  from  the  demand  side  which  contribute  to  this 
situation:  1)  the  empirically  determined  Engel’s  Law  (which  posits 
that  as  income  increases,  the  percentage  of  income  spent  on  food 
declines)  and  2)  slow  population  growth,  where  income  and  population 
size  are  both  important  determinants  of  the  demand  for  food.  In  a 
growing  economy  where  average  per  capita  income  is  rising  and  popu¬ 
lation  growth  is  declining  or  stabilizing  at  a  low  rate,  these  two 
characteristics  imply  slow  growth  in  long  run  demand  for  agricultural 
output . 


In  the  longer  run,  supply  of  agricultural  products  is  more  elastic. 
Time  increases  production  response  to  a  change  in  price.  The  marginal 
costs  of  increasing  yields  or  switching  enterprises  are  relatively  low 
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in  agriculture.  Further,  changes  in  price  may  influence  capital  invest- 

18 

ment  in  agriculture  which  would  increase  productive  capacity. 

Typically,  the  long  run  effect  has  been  to  shift  supply  functions  to 
the  right. 

Over  the  long  run,  there  has  been  a  tendency  for  farm  incomes 

not  to  keep  pace  with  income  changes  in  the  rest  of  the  economy  and  also 

for  farm  capital  values  to  increase  faster  than  farm  incomes.  Such  has 

been  the  Canadian  experience.  Analysis  of  factor  shares  in  agriculture 

between  1929  and  1965  showed  that  the  share  of  net  farm  income  decreased 

19 

in  proportion  to  net  national  income.  The  same  study  estimated  that 

since  1950,  the  share  of  net  farm  income  going  to  labour  has  declined 

while  the  farm  asset  share  (farm  real  estate,  machinery  and  livestock) 

20 

has  been  increasing.  Calculations  using  estimates  from  the  present 

study  suggest  that  between  1949  and  1976,  net  farm  income  increased  by 

21 

40$,  operating  expenses  by  78$  and  gross  farm  asset  values  by  120$. 


It  has  been  argued  that  these  and  other  structural  trends  of 

22 

previous  decades  have  been  changing  in  the  1970s.  This  position  holds 

18,  See  footnote  8  on  page  6  of  this  study. 

19,  M.L.  Lerohl  and  G.A.  MacEachem,  "Factor  Shares  in  Agriculture:  The 
Canada-United  States  Experience,”  CJAE,  Vol.15  #1  (1967)  Table  1, 

p,4, 

20,  Lerohl  and  MacEachem,  Table  4,  pp.8-9. 

21,  Calculated  from  three-year  averages  taken  at  the  beginning  and  end  of 
the  period  of  constant  dollar  estimates  of  net  farm  income,  operating 
expenses  and  asset  values.  Current  dollar  estimates  appearing  in 
Appendix  A  of  this  study  were  deflated  using  the  CPI  (1971=100). 

22,  G.E.  Schuh,  "The  New  Macroeconomics  of  Agriculture,"  AJAE,  Vol.58 
#5  (Dec.  1.976)  pp. 802-811. 
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that  major  shocks  in  the  United  States  agriculture  now  originate  from 
outside  the  national  economy.  A  response  to  this  stance  has  admitted 
that  new,  exogeneous  forces  exist  but  questions  whether  they  signal  the 
disappearance  of  historical  trends.  In  Canada,  the  economy  traditionally 
has  been  more  open  than  in  the  United  States;  nevertheless,  similar 
structural  trends  relating-  to  characteristics  of  agricultural  supply 
and  demand  have  been  observed  in  both  countries.  This  situation  would 
suggest  that  seme  of  the  more  transitional  forces  as  well  as  new, 
exogenous  shocks  still  have  an  impact  on  structural  change.  This 
discussion  anticipates  the  next  section  which  deals  with  macroeconomic 
influences  on  agricultural  income  and  wealth  positions. 


MACROECONOMIC  INFLUENCES 

It  has  long  been  recognized  that  the  agricultural  sector  is  an 

24 

integral  part  of  the  whole  economy.  Over  time,  agriculture’s  share 

of  gross  domestic  product  and  of  the  numbers  of  workers  employed  has 

declined.  In  1949,  the  contribution  of  net  farm  income  to  net  national 

25 

income  was  9.1 %,  which  ratio  had  fallen  to  3.5%  by  1974,  Agriculture 
distributed  10.3%  of  gross  domestic  product  at  factor  cost  in  1949,  a 

p  ^ 

figure  which  had  dropped  to  4.4%  by  197^.  The  percentage  of  the 
employed  civilian  labour  force  working  in  agriculture  fell  from  21,6%  of 
total  in  1949  to  5-2%  in  1974.^  As  the  relative  importance  of 


23.  L.  Quance  and  G.C.  Taylor,  "Anticipating  the  Future",  Looking 
Forward:  Research  Issues  Facing  Agriculture  and  Rural  America 
(Sept.  1977)  PP.7-25. 

24.  T.W.  Schultz,  Agriculture  in  an  Unstable  Economy  (1945). 

25.  Statistics  Canada,  National  Income  and  Expenditure  Accounts,  Vol.l 
The  Annual  Estimates  1926-1974  (March  1976)  Table  1,  pp.104  and  204. 

26.  Statistics  Canada,  Accounts ,  Table  III,  Section  G,  pp.198  and  298. 

27.  Statistics  Canada,  Accounts,  Table  B,  pp.195  and  295- 
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agriculture  as  a  separate  economic  sector  declines,  the  influence 
of  the  rest  of  the  economy  on  agriculture  becomes  stronger. 

The  macroeconomy  has  had  a  significant  impact  on  inducing 
structural  change  in  agriculture.  Its  impact  is  felt  through  three 
economic  forces:  relative  price  changes,  technical  change  and  inflation. 
Each  is  not  totally  separate  from  the  other.  For  instance,  relative 
price  changes  or  inflation  may  influence  technical  change,  or  technical 
change  may  blunt  the  impact  of  rising  costs  by  facilitating  substitution 
of  cheaper  capital  inputs  for  more  expensive  labour.  Each  is  discussed 
separately  in  order  to  see  its  major  influences  on  structural  change. 

Relative  Price  Changes 

Price  changes  in  the  farm  input  sector  need  not  be  matched  by 
price  changes  of  farm  output.  Typically,  prices  in  the  nonfarm  sector 
gr-ow  faster  than  those  of  farm  products  while  over  time,  farmers  have 
become  more  dependent  on  off-farm  inputs.  The  ’cost-price  squeeze' 
refers  to  the  situation  where  farm  operating  costs  are  rising  faster 
than  product  prices,  creating  low  returns  to  variable  inputs,  particu¬ 
larly  labour.  It  would  be  reasonable  to  assume  that  during  such  periods, 
some  farmers  caught  in  the  squeeze  are  forced  to  exit  the  industry  and 

28 

also  that  the  rate  of  entry  of  new  farmers  is  less  than  the  exit  rate.^ 
Such  a  situation  is  aggravated  by  the  short  run  technical  relationships 
between  agricultural  supply  and  demand  discussed  previously  which  exacer- 
bate  price  and  income  changes . 

28.  W.D.  Jones  and  F.L.  Tung,  "A  Regional  Comparison",  p,20. 
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Change  in  the  number  of  census  farms  shows  evidence  of  this 
cost-price  interaction.  Using  a  constant  1976  definition  of  census  farm,29 
over  a  25-year  period  from  1951  to  1971  the  number  of  census  farms 
declined  from  387*072  to  299 *868. 92  Over  these  two  decades,  the  use  of 
off-farm  inputs  increased  rapidly,  assisted  by  technical  change. 

Between  1971  and  1976,  a  period  which  saw  abnormally  high  agricultural 
prices,  the  number  of  census  farms  increased  slightly  to  300,118. 

Although  this  looks  like  a  reverse  of  the  historical  trend,  it  is 
more  likely  "a  statistical  illusion  generated  by  price  effects  since 
large  increases  in  prices,  especially  for  grains,  have  brought  more 
agricultural  holdings  over  the  $1200  level.”22 

Changing  numbers  of  census  farms  may  not  reflect  the  full  impact 
of  the  cost-price  squeeze.  If  farmers  desiring  to  exit  cannot  do  so, 
low  incomes  in  agriculture  will  be  the  result.  Limitations  may  come 
from  the  macroeconomy,  from  high  unemployment  for  example  or  prohibi¬ 
tively  high  transfer  costs.  On  the  other  hand,  they  may  reflect 
conditions  on  the  farm  such  as  age  or  training  of  farm  operators.  An 
alternative  to  low  incomes  may  be  to  seek  off-farm  work.  However,  this 
will  be  hampered  by  the  same  conditions  that  make  exiting  difficult. 
Off-farm  work  has  been  on  the  increase.  Between  1961  and  1971,  the 
average  number  of  days  per  farm  worked  off  the  farm  went  from  47.2  to 

29.  The  definition  of  census. farm  varied  in  Canada  between  1949  and  1976, 
changing  criteria  of  acreage  and/or  value  of  sale  of  agricultural 
products.  The  1976  definition  includes  all  farms  of  one  or  more  acres 
and  gross  sales  of  agricultural  products  in  one  year  valued  at  $1200 
or  more. 

30.  R.  Daviault,  Selected  Agricultural  Statistics  for  Canada,  p.6. 

31.  I.F.  Fumiss,  "Productivity  Trends  in  Canadian  Agriculture  1935  to 
1964”,  CFE,  Vol.l  #1  (April  1966)  p.19, 

32.  Veeman  and  Veeman,  ’’Changing  Organization”,  p.760. 
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54.6  days.^  However,  by  1976  this  number  had  tailed  off  to  50.4  days,J^ 
perhaps  due  to  high  unemployment  in  the  rest  of  the  economy  and/or 
higher  farm  product  prices . 

Off-farm  sources  of  income  are  still  important  to  farmers ' 
economic  well-being.  By  the  1970s,  off-farm  income  accounted  for  more 
than  half  of  total  income  from  all  sources.  In  1971,  a  poor  crop 
year,  farm  income  was  only  28%  of  total.  This  figure  had  jumped  to 
44%  in  1974,  much  of  which  increase  was  due  to  high  world  grain  prices. 

Relative  price  changes  may  occur  also  among  input  prices, 
inducing  factor  substitution.  This  has  occurred  particularly  with 
respect  to  farm  wages.  When  incomes  in  the  non-farm  sector  increase 
more  rapidly  than  those  on  farms,  the  opportunity  cost  of  labour  employed 
in  agriculture  increases.  Fewer  labourers  are  willing  to  work  for  the 
wage  affordable  by  faimers  and,  from  farmers’  point  of  view,  there  is  a 
tendency  to  substitute  relatively  cheap  capital  inputs  for  the  more 
expensive  labour.  Recently  the  impact  of  fuel  and  fertilizer  prices 
has  been  cited  as  a  potential  cause  for  reversing  the  trend  towards 
capital  intensification.  In  1949,  the  number  of  paid  workers  went 
from  143,000  to  less  than  100,000  over  most  of  the  period  1966-74.  In 

33.  Jones  and  Tung,  p.29. 

34.  Statistics  Canada,  Census  of  Canada,  Vols.  11-13  (1976). 

35.  Canada  Department  of  Agriculture,  Orientation,  Vol.l,  Table  4.22, 

p.93. 

36.  The  price  index  for  hired  farm  labour  rose  more  than  any  other 
input  price  index  between  1949  and  1977.  Based  on  1961  prices, 
the  hired  farm  labour  index  in  1977  was  378.0,  compared  with  207-3 
for  machinery  and  motor  vehicles  and  329.1  for  lands  and  farm 
buildings . 

37.  Schuh,  "New  Macroeconomics". 
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1975,  this  jumped  to  110,000  and  was  up  to  the  1949  level  in  1976.^ 
However,  total  employment  in  agriculture  has  declined  steadily  since 
1949,  from  approximately  1.1  million  to  474,000  in  1976, ^  reflecting 
the  long  run  trend  of  a  decreasing  proportion  of  the  labour  force 
employed  in  agriculture. 


Technical  Change 

Technical  change  has  been  considered  a  major  contributor  to 

40 

structural  change  in  agriculture.  Technical  change  here  means  "a 

change  in  the  parameters  of  the  production  function  or  a  creation  of  a 

new  production  function”  which  "results  in  an  increase  in  output  per 

ill 

unit  of  input”. 


In  Canada,  changes  have  been  more  labour-saving  than  land-saving, 


42 


increasing  the  size  of  farms  and  decreasing  the  number  of  operators . 


Average  farm  size,  holding  the  definition  of  census  farm  constant  at  the 
1976  definition,  rose  from  350  acreas  in  1951  to  553  acres  In  1976; 

..  43 

improved  acreage  rose  from  212  acres  to  360  acres  over  the  same  period.  ~ 

The  number  of  farm  operators  fell  from  386,405  to  300,118  between  1951 
.  44 

and  1976. 


38 .  Daviault ,  p . 186 . 

39.  Daviault,  p.190. 

40.  J.A.  Butlin,  ”The  Effect  of  Canadian  Business  Cycles  on  the  Adoption 
of  Technological  Innovations  in  Canadian  Agriculture  1926/67”,  CJAE 
Vol.19  #2  (October  1971)  pp. 61-71. 

41.  W.  Peterson  and  Y.  Hayami,  "Technical  Change  in  Agriculture"  in 
L.R.  Martin,  ed.,  A  Survey  of  Agricultural  Economics  Literature, 
Vol.l,  p.498. 

42.  Veeman  and  Veeman,  "Changing  Organization”,  p.749  or  Lerohl  and 
MacEachern,  p.l6. 

4 3 .  Daviault ,  p . 28 . 

44.  Daviault,  p.31. 
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Another  impact  of  technical  change  on  Canadian  agriculture  has 
been  on  tenure  arrangements .  As  capital  investment  requirements  in¬ 
crease,  the  proportion  of  owner-occupied  farms  would  be  expected  to 
decrease.  Between  1951  and  1976,  owner-occupied  farms  declined  steadily 
both  in  real  numbers  and  in  proportion  of  total,  while  the  real  numbers 
and  proportion  of  part  owner,  part  tenant  farming  increased.  These 

proportions  shifted  from  71.9#  to  63.0%  for  the  former  group  and  from 
■  liq 

19 .4#  to  31-2#  for  the  latter.  J  Tenant  farming  followed  in  the  direction 
of  owner-occupied  farms  between  1951  and  1971  but  during  the  1970s, 
the  proportion  of  tenant  farming  increased  from  8 %  to  5.8#  of  total. 

A  relationship  between  technical  change  and  changes  in  relative 

prices  which  may  have  an  impact  on  structural  change  can  be  noted. 

Technical  change  in  agriculture  has  encouraged  substitution  of  capital 

46 

inputs  for  labour  on  farms,  implying  that  off-farm  investment  in 
agriculture  has  increased.  If  income  sources,  either  farm  or  off-farm, 
are  not  sufficient  to  meet  investment  requirements,  farmers'  living 
standards  and/or  farm  operation  may  suffer. 

Inflation 

A  major  impact  of  inflation  on  structural  change  in  Canadian 

47 

agriculture  is  through  capital  values,  particularly  land  values.  Real 

45.  All  figures  are  found  in  Daviault,  p.4l. 

46.  Veeman  and  Veeman,  "Changing  Organization,"  p.759;  or  Lerohl  and 
MacEachem,  p.l6. 

47.  Land  and  building  values  make  up  the  largest  share  of  total  farm 
asset  values.  In  1951,  this  proportion  was  58.4#  of  total  farm 
asset  values;  by  1976,  the  proportion  had  risen  to  76.2#  (see 
Figure  1,  p.68  of  this  study). 


, 


■ 
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gross  farm  asset  values  doubled  in  the  24  years  between  1949  and  1972, 
from  $8  billion  to  $16.5  billion.  After  four  years,  gross  farm  assets 
in  1976  valued  $27.9  billion,  a  real  increase  of  slightly  more  than  that 
of  the  previous  24-year  period. 

Such  a  dramatic  change  in  capital  values  may  affect  the  structure 

of  Canadian  agriculture.  Family  farms  are  the  predominant  organizational 

unit  in  Canada.  In  1976,  91.5#  of  farms  in  Canada  were  single,  private 

49 

proprietorships;  3*8#  were  partnerships  and  4.4$  corporations  (of 
which  85.9#  were  family  controlled).  Individual  family  farms  controlled 
8l$  of  farm  land,  85#  of  improved  acreage;  which  when  family  corporate 
farms  are  included  amounted  to  89$  and  92$  respectively.  However,  family 
farms  own  a  smaller  percentage  of  total  capital  assets.  In  1971,  this 
proportion  was  84.3#,  falling  to  82.4$  by  1976.  Corresponding  figures 
for  corporate  farms  show  an  increased  ownership  of  farm  capital  assets 
from  4.75$  to  9-9#  in  the  same  five  years.  Heavy  capital  requirements 
may  prove  difficult  for  some  family  operations  to  maintain  or  to  secure 
entry  into  the  industry. 

Credit  is  likely  to  become  more  important  in  the  agricultural 

sector  with  farmers’  share  of  equity  falling  over  time.  From  1961  to 

1975,  farm  credit  extended  in  any  one  year  as  a  percentage  of  farm 

50 

assets  rose  continuously  from  8.7#  to  12.7#.  In  1969,  it  was  reported 
that  between  i960  and  1967,  total  debt  outstanding  as  a  percentage  of 

48.  The  following  figures  are  based  on  national  aggregate  estimates 
found  in  Appendix  A  of  this  study,  deflated  using  the  CPI 
(1971=100). 

49.  Veeman  and  Veeman,  " Changing  Organization,”  p.76l. 

50.  Canada  Department  of  Agriculture,  Orientation,  p.159. 
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Investment  in  Canadian  agriculture  increased  from  12.5#  to  18.2#. 

'Eiis  trend  has  continued  over  the  years  so  that  by  1975,  farm  debt  as  a 

proportion  of  assets  were  19.1#.  This  figure  is  down  slightly  from 

1971,  perhaps  reflecting  more  debt  cancelled  due  to  higher  than  normal 

farm  cash  receipts  in  the  years  just  preceeding  1978.  Other  reasons 

which  could  account  for  the  drop  are  that  debts  are  being  used  to 

purchase  more  than  their  value  in  assets  or  that  asset  values  are  in- 

53 

creasing  faster  than  debts .  In  any  case ,  there  was  a  perceived  problem 
that  "rapidly  escalating  farm  land  values,  aggrevated  by  competing  uses 

for  land,  together  with  the  commercialization  of  farming,  have  greatly 

,,54 

increased  requirements  for  long-term  credit . 


51.  Federal  Task  Force  on  Agriculture,  Canadian  Agriculture,  p.338. 

52.  Canada  Department  of  Agriculture,  Orientation ,  p . 158 . 

53.  B.D.  Gardner  and  R.D.  Pope,  "How  is  Scale  and  Structure  Determined 
in  Agriculture?"  AJAE,  Vol.60  § 2  (May  1978)  p.302. 

5^1.  Canada  Department  of  Agriculture,  Orientation,  p.157. 


CHAPTER  2 

REVIEW  OP  LITERATURE 

INTRODUCTION 

The  review  of  literature  summarizes  the  progression  of  research 
towards  an  income-net  worth  measure  for  economic  well-being  and  covers 
applications  of  this  research.  It  begins  with  two  books  published  near 
the  end  of  World  War  II,  These  introduce  concepts  seminal  to  the  exami¬ 
nation  of  the  economic  position  of  farmers ,  Two  distinct  spheres  of 
research  resulted:  one  analyzed  low  returns  due  to  changes  in  farm 
prices  and  costs;  the  other  explored  the  impact  of  capital  gains  on 
farmer  economic  well-being.  The  combination  of  these  aspects  of  economic 
well-being  into  one  measure  is  described  and  applications  of  it  to 
analyzing  farmers’  economic  position  are  outlined. 

There  has  been  a  predominance  of  American  literature  in  the  area 
under  study.  An  attempt  has  been  made  here  to  include  Canadian  writings 
in  the  field  of  farmers’  economic  position,  most  of  which  have  been  of 
relatively  recent  origin. 
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FARMERS'  ECONOMIC  POSITION  POST-1945 

The  economic  climate  of  the  late  1940s  was  examined  to  explain 

past  trends  in  agriculture  and  point  to  what  changes  could  be  expected 

at  the  end  of  World  War  II,  Farm/nonfarm  economic  interrelationships 

1 

were  the  initial  target.  Farmer  well-being  was  linked  to  the  business 

cycle  and  to  long  run  economic  development  trends  through  changing 

prices  and  quantities  of  agricultural  and  nonagricultural  goods.  How 

relative  price  changes  between  farm  input  categories  affect  the  economic 

2 

well-being  of  farmers  was  a  second  topic  of  interest,  Throughout, 
however,  Schultz  was  aware  of  the  potential  of  assets  to  bring  windfall 
gains  and  losses  to  farmers  and  to  change  income  distribution.  Also 
discussed  was  the  function  of  credit  facilities  in  either  limiting  or 
extending  economic  position.  Schultz  recognized  that  both  money  income 
and  net  worth  contribute  to  the  economic  well-being  of  farmers,  though 
emphasis  was  given  to  the  former  component, 

FARM/NONFARM  INTERRELATIONSHIPS 

In  anticipation  of  post-War  international  supply  increases,  Schultz 

3 

expected  "chronic  disequilibrium  adverse  to  agriculture"  would  occur. 

He  explained  this  condition  by  different  relative  price  movements  between 
the  ' urban  industrial  community '  and  the  farm  gate ,  Prices  farmers 
receive  were  sensitive  to  changes  in  economic  expectations  of  the  urban 
group  while  prices  farmers  pay  for  off-farm  inputs  were  comparatively 

1,  T.W.  Schultz,  Agriculture  in  an  Unstable  Economy  (1945). 

2,  T.W.  Schultz,  Production  and  Welfare  of  Agriculture  (1949), 

3,  Schultz,  Unstable  Economy,  p.82. 
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insensitive.  Further,  agricultural  output  responded  only  slowly  to 
economic  expansion  associated  with  business  fluctuations  compared  with 
industry  and  thus  received  a  smaller  proportion  of  economic  benefits 
from  an  economic  upturn. 

Schultz  recognized  a  potential  gain  to  farmers  through  changing 
asset  values,  though  he  felt  the  real  gain  would  come  through  investment 
in  productive  assets  other  than  land.  He  saw  that  "when  the  level  of 
prices  rises,,  farmers  are  the  recipient  of  unusually  large  windfalls’^ 
but  since  he  anticipated  post-War  price  declines,  he  urged  that  price 
stability  was  in  the  best  interests  of  farmers. 

FARM  INPUT  REQUIREMENTS 

How  changing  input  requirements  affected  farmers’  economic  position 
was  examined  in  Production  and  Welfare  in  Agriculture.  As  an  important 
preliminary  step,  Schultz  delineated  two  ways  of  viewing  the  economic 
well-being  of  farmers:  1)  as  a  product  of  the  degree  of  efficiency  in 

resource  use  and  2)  as  a  product  of  the  quantity  of  resources  available 
as  well  as  their  efficient  utilization.  The  former  is  a  resource 
allocation  question;  the  latter  is  a  matter  of  the  degree  of  equality  of 
income  distribution.  Hereby  Schultz  introduced  two  types  of  income 
measurement:  one  related  to  production  and  the  other  to  welfare.  His 
analysis  concentrated  on  the  former,  although  he  made  explicit  that  ”if 
a  more  rational  approach  is  to  be  made  in  dealing  with  the  affairs  of 

4.  Schultz,  Unstable  Economy,  p. 260/261. 

5.  Schultz,  Production  and  VTelfare,  p.v/vi. 

6.  Schultz,  Production  and  Welfare,  p.29. 
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agriculture  it  does  become  necessary  to  find  ways  and  means  of  designing 

one  set  of  programs  which  are  directed  to  the  problems  of  production, 

marketing  and  credit,  and  another  set  of  programs  which  aim  at  supple- 

7 

menting  the  income  of  farm  families  deemed  to  be  too  low,’T  Despite 
this  warning,  many  later  evaluations  of  the  economic  position  of  farmers 
have  emphasized  the  role  of  efficient  resource  use  to  the  exclusion  of 
the  distributional  element , 

Changes  were  taking  place  within  the  agricultural  sector  as 
described  by  Schultz  which  affected  optimal  resource  allocation.  The 
effects  of  rapid  technical  change  in  agriculture  and  of  higher  costs  of 
farm  labour  relative  both  to  nonfarm  labour  and  to  costs  of  other  farm 
inputs  (capital  and  land)  were  becoming  evident.  Essentially,  these 
contributed  to  an  excess  supply  of  labour  in  agriculture,  "Low  farm 
prices  are  a  result,  so  are  the  unfavourable  terms  of  exchange  to  agri¬ 
culture,  and  so  is  the  decline  in  the  rewards  to  factors  employed  in 
farming.  ...The  key  to  the  problem  at  hand  is  the  maldistribution  of 
the  labour  force  which  has  been  persistently  adverse  to  workers  in 

o 

agriculture . "  The  crucial  effect  for  Schultz  was  the  low  income  per 

person  (both  hired  and  self-employed)  which  resulted  from  economic 
Q 

development . 

Schultz  probed  the  variable  of  asset  ownership  as  a  potential 
determinant  of  economic  well-being.  Asset  ownership,  particularly  land 
ownership ,  provided  two  things  unavailable  to  the  renter;  ”1)  the 

7.  Schultz,  Production  and  Welfare,  p.19- 

8.  Schultz,  Production  and  Welfare,  p.87. 

9.  Schultz,  Production  and  Welfare,  p.107. 
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privilege’  of  large  prospective  windfalls  and  losses  and  2)  probably 
more  important,  that  of  higher  social  status  in  the  community.’’^  Pre¬ 
sumably,  as  evidenced  by  the  Importance  given  to  the  second  statement, 
the  prospect  of  inflation  or  deflation  in  land  prices  appeared  minimal 
in  19^9.  Schultz  further  argued  that  the  practice  of  credit  rationing 
’’substantially  modifies  what  happens  within  the  firm.  . . .Faced  with 
the  necessity  of  supplementing  his  own  limited  assets  with  outside  capital, 
a  farmer  has  two  alternatives — he  may  rent  or  he  may  borrow,  ...The 
smaller  the  total  assets  the  farmer  owns,  the  greater  the  relative  dif¬ 
ference  between  the  amount  of  capital  that  is  rentable  and  the  amount 

11 

that  is  borrowable.”  Not  only  capital  gain  but  the  size  of  asset 
holdings  itself  made  a  difference  to  economic  well-being  by  providing 
the  farmer  with  access  to  credit , 

THE  COST-PRICE  SQUEEZE 

12 

D.E.  Hathaway,  writing  some  ten  years  later,  returned  to  the 
business  cycle  impacts  on  resource  allocation  in  agriculture  which  had 
been  discussed  by  Schultz,  Taking  the  resource  allocation  problem  in  a 
farm/nonfarm  comparison,  he  corroborated  Schultz’s  findings.  Economic 
expansion  in  the  nonfarm  sector  increased  farm  output  and  increased  prices 
paid  for  nonfarm  items  more  than  prices  received  by  farmers.  Pointing  out 
that  these  trends  are  characteristic  of  farm  income,  Hathaway  concluded 
that  the  problem  of  unsatisfactory  returns  to  factors  of  production  In 
commercial  agriculture  would  not  be  solved  completely  by  maintenance  of 

10.  Schultz,  Production  and  Welfare,  p.131. 

11.  Schultz,  Production  and  Welfare,  p.129/130. 

12!  D.E.  Hathaway,  "Agriculture  in  an  Unstable  Economy  Revisited",  JFE, 
Vol.4l  #3  (August  1959)  pp. 487-^99. 
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full  employment  and  economic  stability.  From  an  Income-only  standpoint, 
he  expected  that  returns  to  the  agricultural  sector  would  decline 
relatively  over  time. 

In  a  similar  vein,  various  studies  were  carried  out  on  the  cost- 

price  squeeze  throughout  the  1960s  and  into  the  early  1970s,  For 

example,  K.W.  Bryant  examined  not  only  the  changing  price  of  off-farm 

inputs  but  also  the  increasing  quantities  of  nonfarm  and  mixed  inputs 
13 

being  used.  He  found  that  the  price  effects  of  nonfarm  inputs  and  the 
quantity  effects  of  mixed  inputs  had  significant  impacts  on  farm  income. 

14 

D.H.  Boyne  separated  farm  income  earners  into  three  categories; 
farmer  and  farm-manager  families,  farm  labourer  and  foreman  families,  and 
rural  farm  families.  The  income  concept  used  was  the  sum  of  wages  and 
salaries,  net  self-employed  income,  income  from  rent,  interest  and  supple¬ 
mentary  benefits  such  as  social  security.  He  found  that  income  of  farmer 
and  farm-manager  families  declined  as  a  ratio  to  nonfarm  families  (though 
their  absolute  income  increased) ,  A  similar  but  smaller  effect  was  found 
for  the  third  category  and  no  distinct  pattern  showed  for  the  second. 

Studies  by  L.  Tweeten  and  L.  Quance  continued  examination  of  farm 

13 

income  trends.  According  to  Tweeten,  ^  resource  adjustment  necessitated 

l6 

by  technical  change,  economic  growth  and  ’inflation’  continually 

13.  W.K.  Bryant,  "The  Changing  Effects  of  Nonfarm  Business  Expansions  on 
Farm  Costs",  JFK,  Vol.44  Part  1  (1962)  pp. 1077-1084 . 

14.  D.H.  Boyne,  "Changes  in  the  Income  Distribution  in  Agriculture",  JFE, 
Vol.47  Part  2  (1965)  pp. 1213-1224 . 

15.  L.G.  Tweeten,  "Theories  Explaining  the  Persistence  of  Low  Resource 
Returns  in  a  Growing  Farm  Economy",  AJAE,  Vol,51  (1969)  pp. 798-817. 

16.  Tweeten  likely  infers  by  this  term  both  relative  price  changes  and 
changes  in  asset  values.  See:  Tweeten  and  Quance,  "The  Impact  of 
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generated  disequilibrium  through  the  cost-price  squeeze,1^  Although 
land  price  increases  were  noticeable,  they  were  not  taken  as  indicative 
of  a  change  in  well-being.  Rather,  a  change  in  income  was  used  to 
explain  the  change  in  land  prices.  Changing  land  prices  were  the  result 
of  farmers  who  compete  in  the  land  market  to  take  advantage  of  increasing 
returns  to  farm  size.^  Tweeten  and  Quance"^  predicted  that  the  impact 
on  farm  income  of  the  cost-price  squeeze  would  be  the  major  influence  on 
farmers’  economic  position  up  to  the  1980s.  "Past  studies  have  consis¬ 
tently  shown  a  close  direct  relationship  between  earnings  or  returns  to 
durable  assets  and  their  value  or  price.  Hence,  earnings  as  measured  by 

net  income  may  provide  a  more  fundamental  measure  than  asset  values  of 

20 

the  impact  of  input  price  inflation  on  the  farm  economy,” 


Taking  a  new  look  at  Tweeten Ts  low  resource  returns  arguments, 

21 

B.B.  Perkins  discussed  a  different  interpretation  of  the  income  problem 
which  would  be  more  consistent  with  the  observed  continuance  of  low  farm 
income.  His  return  to  Schultz’s  distinction  between  low  resource  returns 
and  low  returns  to  few  resources  again  evinced  the  need  to  separate  these 
two  problems  when  evaluating  farmers’  economic  well-being,  Perkins 
examined  the  effects  of  other  sources  of  economic  well-being  as  well,  such 
as  off-farm  work  and  equity  which  will  be  discussed  further  in  this  chapter. 


input  Price  Inflation  on  the  U.S.  Farming  Industry”,  CJAE,  Vol.19  #3 
(Nov.  1971)  pp. 35-^9  for  reference  to  the  former  and  Tweeten  and 
Nelson,  Sources  and  Repercussions  of  Changing  U.S.  Farm  Real  Estate 
Values  (1966)  for  the  latter  reference. 

17.  Tweeten,  "Resource  Returns,"  p.800. 

18.  Tweeten,  "Resource  Returns,"  p.809. 

19.  Tweeten  and  Quance,  "Input  Price  Inflation”. 

20.  Tweeten  and  Quance,  Input  Price  Inflation"  p.51. 

21.  B.B.  Perkins,  "Farm  Income  and  Labour  Mobility",  AJAE,  Vol.55  #5 
(Dec.  1973)  pp. 913-920. 
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Perkins  represents  the  conventional  arguments  surrounding 
farmers’  economic  position  as  Tweeten  described  them.  Three  sources  of 
disequilibrium  were  named:  technical  change,  economic  growth  and  in¬ 
creasing  costs.  Perkins  suggested  two  distinctions  must  be  made  when 
looking  at  factor  returns.  One  was  that  Tweeten ’s  argument  ’’does  not 
distinguish  between  the  problem  of  low  resource  returns  in  agriculture 

and  the  problem  of  low  incomes  due  to  the  resource  distribution,  included 

23 

under  that  rubric  the  quality  of  the  human  agent."  The  second  dis¬ 
tinction  carried  the  argument  a  step  further  by  separating  conclusions 
based  on  ex  ante  analysis  from  those  based  on  an  ex  post  viewpoint,  where 
actual  benefits  and  costs  do  not  coincide  with  those  expected.  The 
argument  suggested  by  Perkins  states  that  income  returns  to  farmers  with 
low  actual  opportunity  costs  may  not  be  considered  low  in  the  sense  of 
disequilibrium , 

Taking  the  agricultural  sector  in  aggregate,  Perkins  felt  that 
unwarranted  expectations  could  explain  the  persistence  of  low  farm  in¬ 
come.  He  suggested  that  more  low- income  farmers  were  in  agriculture  than 
would  be  the  case  if  changes  in  the  farm/nonfarm  economies  had  been 
anticipated  fully.  For  instance,  increasing  income  and  fringe  benefits 
in  off-farm  work  were  underestimated,  as  were  the  managerial  skills 
necessary  to  effectively  run  a  farm  business.  Changing  social  preferences 
towards  consumption  and  leisure  more  apparent  in  urban  centres  were  also 
a  source  of  farmer  dissatisfaction,  A  final  consideration  was  that  a 
barrier  to  exit  grew  with  time  spent  as  a  farm  operator  as  switching  to 
a  full-time  off-farm  occupation  becomes  more  difficult. 

22.  Tweeten,  "Resource  Returns". 

23.  Perkins,  p.915. 
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ASSET  OWNERSHIP 

Throughout  the  1960s,  attempts  were  made  to  measure  the  Importance 
of  capital  gains  In  relation  to  Income  on  farmers’  economic  well-being. 
These  emphasized  a  facet  of  economic  well-being  which  was  different  from 
cost-price  analyses.  Rising  values  of  assets  and  greater  requirements 
for  capital  investment  in  agriculture  intensified  interest  in  the  role 
of  capital  in  economic  well-being. 

AMERICAN  STUDIES 

In  I960,  E,W.  Grove  addressed  the  question  ’’Farm  Capital  Gains — 

2k 

A  Supplement  to  Farm  Income?”  Asset  categories  examined  were:  farm 
land,  buildings,  machinery,  and  crop  and  livestock  inventories.  Changes 
in  current  dollar  values  of  real  assets  for  the  average  of  United  States 
census  farms  were  reported  from  19^0  to  1959  as  a  percentage  of  current 
income.  An  average  gain  was  estimated,  though  because  the  distribution 
of  assets  varied  widely  over  farms,  the  actual  number  of  farms  represented 
by  this  average  was  unknown. 

The  importance  of  the  distribution  of  assets  was  emphasized  by 
2H 

Breimyer.  The  difficulty  in  analyzing  the  farm  problem  because  of 

heterogeneity  within  the  agricultural  sector  was  specifically  pointed  out. 

It  was  posited  that  not  only  structural  differences  exist  (such  as  farm 

size  or  capital  value)  which  influence  benefits  from  capital  gains  per 

farm,  but  also  various  goals  which  alter  perceptions  of  the  degree  of 

2k.  E.W.  Grove,  ’’Farm  Capital  Gains— A  Supplement  to  Farm  Income?”, 
Agricultural  Economics  Research,  Vol,12  #2  (Apr,  i960)  pp, 37-^2. 

25,  H.F.  Breimyer,'  "Heterogeneity  in  Agriculture:  Impediment  to  Defi¬ 
nition  of  the  Farm  Problem”,  JFE,  Vol,^2  #5  (Dec,  I960)  pp. 1509-1510, 
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benefit  are  held,  by  farmers  at  different  stages  of  life,  For  example, 
capital  gains  due  to  appreciation  of  farm  land  values  are  perceived  as 
a  benefit  to  the  veteran  farmer  approaching  retirement  but  appear  as  a 
burden  to  the  new  entrant. 

After  estimating  an  average  gain  over  the  two  decades  ier 
review.  Grove  considered  some  practical  and  theoretical  problems  when 
combining  capital  value  changes  with  income.  Practically,  "the  average 
capital  gain  or  loss .. .represents  a  mixture  of  realized  and  unrealized 
(gain  or  loss),  chiefly  the  latter,"*1  Furthermore,  "net  income  is  for 
farm  operators  exclusively,  whereas  capital  gains  and  losses,  whether 
realized  or  unrealized,  accrue  to  the  owner  of  the  assets."  When 
evaluating  net  gains  or  losses  in  the  agricultural  sector,  it  must  be 
considered  that  welfare  changes  exist  only  to  the  extent  farmers  own  the 
assets  they  use.  An  underlying  assumption  with  regard  to  the  inclusion 
of  unrealized  benefits  or  losses  not  stated  by  Grove  is  that  the  potential 
for  this  realization  exists  in  credit  institutions.  An  unrealized  gain 
which  cannot  be  used  to  mobilize  capital  as  needed  would  be  of  less  impor¬ 
tance  to  farmers  ’  economic  well-being  than  gains  which  are  used  to 
increase  farmers’  level  of  living  and/or  farm  operation. 

From  a  theoretical  viewpoint.  Grove  noted  the  distributional 
effect  of  counting  capital  gains/losses.  On  the  sectoral  level,  what  is 
gain  to  one  owner  is  loss  to  another;  but  "for  an  individual  in  an 


26.  Grove,  p.38. 

27.  Grove,  p.38. 
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exchange  economy,  a  realized  capital  gain  is  a  clear  addition  to  his 

purchasing  power,  and  a  realized  capital  loss  is  an  obvious  reduction 

28 

in  purchasing  power.1'  With  this  conclusion,  Grove  assumed  that  the 
full  change  in  capital  value  in  current  dollars  is  realizable  in  real 
terms — that  inflation  or  deflation  does  not  change  the  purchasing  power 
of  a  gain  or  loss,  a  point  made  by  D.M.  Hoover,  discussed  below.  In 
any  case,  the  relative  economic  position  of  asset  owners  resulting  from 
capital  gains  or  losses  will  change  in  the  directions  indicated  by  Grove 
insofar  as  inflation  or  deflation  occurs  in  the  economy  as  a  whole  and 
there  is  no  effect  on  the  purchasing  power  of  any  one  group. 

In  1962,  D.M,  Hoover  estimated  real  capital  gains  (in  contrast  to 

Grove’s  current  dollar  estimates)  on  physical  and  financial  assets  over 

2q 

the  period  1940  to  1959.  y  These  were  presented  as  a  ratio  to  farmer 

30 

income  from  all  sources.  His  data  on  physical  assets  came  from  a 
United  States  Department  of  Agriculture  measure  of  capital  stock.  Finan¬ 
cial  asset  data  included  cash  balances,  bonds,  the  value  of  life  insurance 
and  debt. 

For  the  years  1940  to  1959,  four  results  were  obtained  from 
21 

Hoover’s  analysis:  1)  that  nominal  gains  as  estimated  by  Grove  over¬ 

stated  real  changes  by  more  than  four  times;  2)  that  value  changes  on 
financial  assets  were  small  compared  with  those  on  physical  assets; 

28 .  Grove ,  p , 39 . 

29.  D.M.  Hoover,  "The  Measurement  and  Importance  of  Real  Capital  Gains 
in  U.S.  Agriculture,  1940  through  1959 n>  JFE.  Vol.44  #4  (1962) 

pp. 929-940. 

30.  Included  were  lands,  buildings,  implements  and  machinery,  livestock 
and  crop  inventories ,  household  furnishings  and  equipment , 

31.  Hoover,  p.933* 
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3)  that,  although  capital  gains  reached  as  high  as  40%  of  net  farm 
income  from  all  sources  (in  1958),  gains  averaged  18%  of  income  over 
the  two  decades;  and  4)  that  computed  real  gains  were  sensitive  to 
whatever  price  index  was  used  to  deflate  current  values  * 

Hoover  encountered  several  problems  when  treating  benefits  or 

losses  from  capital  gains  as  indicators  of  economic  well-being.  First, 

"capital  gains  are  only  potential  until  the  assets  involved  are  sold 

32 

and  the  goods  making  up  the  standard  of  value  purchased,"  This  adds 

a  second  step  to  Grove’s  interpretation  of  a  realized  capital  gain. 

Also  Hoover  noted  that  year  to  year  fluctuations  in  real  capital  gains 
✓ 

may  be  exaggerated  due  to  the  measure’s  sensitivity  to  price  index  changes. 
Third,  the  problem  of  how  to  combine  real  capital  gains  with  income  was 
noted.  Capital  gains  were  realized  over  some  period  of  time.  Hoover 
suggested  as  a  solution  the  selection  of  a  time  frame  for  analysis  long 
enough  to  allow  for  the  probable  completion  of  the  cycle  from  acquisition 
of  capital  asset  to  realization  of  gain.  Following  Breimyer,  the  limited 
interpretation  of  gains  to  individual  farm  enterprises  from  aggregate 
data  was  noted  as  well. 

Consideration  was  given  to  the  possibility  of  overstating  gains 
and  losses.  For  instance,  choosing  to  calculate  changes  in  capital  stock 
at  the  beginning  of  each  time  period  will  tend  to  overstate  results. 
Further,  Hoover  felt  that  if  expectations  of  gains  from  an  income-earning 
asset  were  realized  ex  post,  there  would  be  an  addition  to  income  in 


32,  Hoover,  p.933/935  (italics  in  the  original). 
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following  time  periods.  Therefore,  inclusion  of  both,  capital  gain  and 
increased  income  over  an  extended  period  may  lead  to  double  counting  in 
the  measure  of  economic  well-being. 

Writing  two  years  after  Hoover,  though  without  reference  made  to 
the  former  work,  D.H.  Boyne  estimated  changes  in  the  real  wealth  position 

33 

of  farm  operators  for  the  period  19^0  to  i960,  His  purpose  was  to 
broaden  conventional  definitions  of  income  by  including  components 
derived  from  monetary  and  physical  asset  value  changes.  Such  an  ex¬ 
tended  concept  of  income  could  then  be  used  "to  evaluate  correctly 
overall  income  and  welfare  positions,  ,,,to  calculate  the  real  rate  of 

return  on  investment,  thirdly,  non-convent ional  income  streams  may  help 

3I4 

to  explain  farm  operators1  production  and  consumption  decisions." 

When  considering  monetary  asset  value  changes,  Boyne  used  the 
same  data  sources  as  Hoover:  deposits  and  currency,  U,S,  savings  bonds 
and  life  insurance,  net  of  liabilities,  The  Farm  Family  Living  Brice 

35 

Index  used  was  also  the  same,  although  the  base  year  may  have  differed. 
Boyne  found  a  net  real  wealth  gain  to  farm  operators  of  7,5%  of  net 
income  over  the  20-year  period^0  compared  with  Hoover’s  estimate  of  18$, 
Farm  real  estate  was  the  largest  contributor,  some  87%  of  total  net  gain, 
Dividing  the  two  decades  into  four-year  blocks  demonstrated  the  wide 
variability  in  gain  or  loss  years,  ranging  from  a  net  average  real  wealth 
loss  of  7%  of  farmers’  net  income  between  19^5-^9  to  a  net  average  gain 
of  27.3%  between  1955-59. _ _ 

33.  d.H.  Boyne,  Changes  in  the  Real  Wealth  Position  of  Farm  Operators, 
19^0-1960  (1964) . 

3*J.  Boyne,  p.5. 

35 .  Boyne  used  1910— l^l=100 j  Hoover  does  not  state  what  base  year  was  used, 

36.  Boyne,  p.63. 
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Boyne  tackled  problems  which  were  also  encountered  by  Hoover 
when  combining  changing  asset  values  with  income  as  a  component  of 
economic  well-being.  Of  particular  interest  is  their  various  treatments 
of  unrealized  capital  gain,  Boyne  felt  that  even  if  gains  were  not 
realized  in  the  sense  of  being  sold,  they  still  may  add  to  current  in¬ 
come  by,  for  example,  providing  a  source  of  savings  and  thus  allowing 
for  reduced  conventional  savings.  This  argument  implies  that  the  gains 
are  incorporated  into  savings /consumption  decisions  via  expectations,  the 
occurrance  of  which  Hoover  felt  would  lead  to  double  counting  if  both 
gains  and  income  were  put  into  one  measure  and  realization  took  place. 
Further,  Boyne  approached  the  question  of  expectations  differently  by 
analyzing  the  effect  of  no  expectation  of  gain  (Hoover  had  analyzed  the 
realization  of  an  expected  gain) ,  Boyne  stated  unequivocally  that  even 
in  the  case  where  the  asset  owner  is  only  interested  in  the  stream  of 
income  from  an  asset  and  where  this  stream  of  income  remains  constant 
while  the  asset’s  value  has  increased,  the  owner  will  still  be  better 
off  "unless  he  is  truly  indifferent  between  a  $1  perpetual  income  stream 
whose  value  is  $20  and  a  $1  perpetual  income  stream  whose  value  is  $25, 

oQ 

...Such  indifference  seems  highly  unlikely,"3  In  this  case,  the  problem 
of  double  counting  would  not  occur  as  long  as  the  gain  goes  unrealized. 

Additional  documentation  and  implications  of  changing  asset  values 

in  the  United  States  in  the  form  of  changing  real  estate  values  were 

29 

provided  by  L.G.  Tweeten  and  T.R.  Nelson.  They  argued  that  "changing 

37 •  Boyne ,  p . 30 , 

38.  Boyne,  p.29. 

39.  Tweeten  and  Nelson,  Sources  and  Repercussions  (1966), 


37 


’’land  prices  . . .  have  had  an  important  impact  on  real  income  and  resource 
.  1}  o 

returns  in  agriculture:  over  the  period  1910  to  1963,  Both  the  change 
in  net  worth  position  of  farmers  and  the  redistribution  of  income  which 
may  accompany  a  change  in  land  prices  are  noted,  The  authors  also  made 
the  distinction  between  realized  and  unrealized  gain,  the  latter  being 
particularly  sensitive  to  liquidity  problems  caused  by  inflated  land 
prices  (as  an  example,  high  taxes  reducing  net  income) , 

Annual  capital  gains  from  United  States  farm  land  and  buildings 

4l 

from  1910  to  1963  were  estimated  in  real  terms.  On  an  aggregate  level, 
gains  and  losses  appeared  in  three  groups:  two  were  periods  of  gain— 
the  decade  1910-20  and  thirty  years  from  1933  to  1963  (excluding  four 
odd  years);  losses  were  experienced  from  1921  to  1932, 

Distributional  effects  of  these  capital  value  changes  were  noted 

by  Tweeten  and  Nelson.  In  one  sense,  gains  are  not  added  to  income  but 

rather  are  considered  as  a  cost  to  the  farmer  who  must  purchase  land  at  a 

higher  price  than  some  time  in  the  past.  Echoing  Breimyer,  they  felt 

gains  to  seme  farmers  may  be  considered  as  a  barrier  to  entry  by  another. 

However,  they  recognized  that  "capital  gain  could  provide  cash  or  loan 

equity  to  purchase  land,  machinery,  fertilizer,  household  items  or  a 
4  9 

retirement,"  implying  that  the  asset  owner  benefits  from  capital  gains. 
lJ0.  Tweeten  and  Nelson,  p.5. 

JJI.  Holding  the  purchasing  power  of  the  gain  in  constant  dollar  values 
where  1958-9=100, 
k2.  Tweeten  and  Nelson,  p.ll. 
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CANADIAN  STUDIES 

Documentation  and  analysis  of  Canadian  farm  asset  values  were 

ho 

undertaken  by  M.L.  Lerohl  in  1967.  He  provided  Canadian  national  and 
provincial  data  on  the  value  of  assets,  liabilities  and  net  worth  for 
the  period  1935  to  1964,  as  well  as  indices  of  such  values  showing  the 
magnitude  of  real  change.  Three  asset  groups  were  examined:  the  major 
farm  assets  (land  and  buildings,  livestock  and  poultry,  and  machinery 
and  equipment),  other  assets  (such  as  farm  inventories  of  feed  and  seed), 
and  equity  in  marketing  and  purchasing  cooperatives.  Net  worth  was 
calculated  as  total  asset  values  net  of  liabilities. 

Several  conclusions  have  relevance  to  farmers’  economic  position. 
Pour  trends  were  indicated:  that  capital  values  increased  sharply; 
that  debt  increased  relative  to  all  assets  towards  the  end  of  the  period 
studied;  that  land  rentals  did  not  change  significantly;  and  that 
equities  increased,  although  the  proportion  of  equity  to  total  assets 
declined  over  the  last  15  years  under  observation.  It  would  appear  that 
capital  ownership,  particularly  land,  was  forming  an  increasingly  larger 
component  of  farmers’  economic  position.  Further,  access  to  credit  was 
becoming  more  important,  both  to  finance  the  high  capital  investment 
requirements  and  to  supplement  requirements  for  increased  capital  needs 
beyond  any  possible  reinvestment  celling  imposed  by  farm  cash  income, 

M.L.  Lerohl  and  G.A.  MacEachern  estimated  trends  in  factor  shares 

in  both  American  and  Canadian  agriculture  over  approximately  40  years  to 

43.  M.L.  Lerohl,  Assets,  Liabilities  and  Net  Worth  of  Canadian  Farm 
Operators,  1935-1960  (March  1967 ).~ 
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1965.  They  computed  factor  shares  of  farm  real  estate,  machinery  and 
livestock,  and  labour.  The  share  of  gross  income  to  labour  in  both 
countries,  calculated  either  on  a  labour-wage  basis  or  on  a  residual 
basis,  declined.  The  decline  was  relatively  consistent  when  calculated 
on  a  residual  basis  whereas  a  falling  labour  share  took  place  mainly 
after  1945  when  calculated  on  a  labour-wage  basis.  Meanwhile,  the  land 
share  in  both  Canada  and  the  U.S,  was  rising,  with  market  values  rising 
faster  than  farm  values  for  the  last  15  years  studied. 

Huff  and  Cusack  explored  capital  gains  in  Canadian  agriculture 
for  the  period  1946-1966,  They  estimated  annual  real  capital  gains  to 
Canadian  agriculture  from  the  main  farm  physical  asset  categories:  farm 
real  estate,  machinery  and  equipment,  and  livestock  and  crop  inventories, 
reporting  these  as  a  percentage  of  total  net  farm  income,  They  also 
did  a  provincial  comparison  of  the  distribution  of  capital  gains  within 
Canada.  Results  were  similar  to  previous  trends.  Farm  real  estate 
continued  to  account  for  the  majority  of  capital  gains  and  there  were 
wide  fluctuations  from  year-to-year  and  period-to-period  in  net  gains  and 
losses.  The  average  gain  for  the  20  years  was  13,4$  of  net  farm  income, 

AN  INCOME-NET  WORTH  MEASURE 

Studies  pointing  to  the  importance  of  assets  to  economic  well-being 
encouraged  effort  to  include  asset  values  along  with  farm  income  as  part 

44,  M.L.  Lerohl  and  G.A.  MacEachem,  "Factor  Shares  in  Agriculture: 

The  Canada-United  States  Experience,"  CJAE,  Vol.15  #1  (1967)  pp.1-20. 

45.  H.B.  Huff  and  T.J.  Cusack,  Capital  Gains  in  Canadian  Agriculture 
1946-19 66  (1972). 
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of  an  economic  position  measure, ^  However,  the  measures  used  did  not 
combine  asset  values  with  income  streams  in  a  consistent  manner.  In 
1968,  two  economists  published  "an  approach  for  measuring  current 
economic  welfare  which  is  operationally  feasible  and  broader  in  scope 
than  the  traditional  money-income  measure,"^  A  formula  was  described 
and  various  applications  for  its  use  were  suggested, 

THE  MEASURE  AM)  SUGGESTED  USES 

The  measure  developed  by  Weisbrod  and  Hansen  was  for  assessing 
the  ’economic  position'  of  a  consumer  unit.  This  was  to  be  "a  function 

u  o 

of  the  flow  of  services  over  which  it  has  command”,  ’’  comprising  current 
income  and  also  services  received  from  assets  net  of  liabilities.  The 
authors  felt  that  the  difference  between  asset  distribution  and  income 
distribution  makes  integration  of  the  two  components  important  to  under¬ 
standing  economic  position. 


The  method  of  combining  income  and  assets  was  to  annuitize  the 
asset  component  into  a  flow  variable,  making  its  addition  to  income 
possible.  Various  time  periods  could  be  chosen  for  the  annuity,  Weisbrod 
and  Hansen  suggested  it  be  a  function  of  the  rate  of  interest  and  the 
life  expectancy  of  the  consumer  unit  but  the  period  chosen  depends  upon 
the  rate  of  time  preference  of  the  unit. 


46.  Non-Canadian  studies  relating  to  this  topic  include:  R.A,  Kessel, 
"Inflation-Caused  Wealth  Redistribution;  A  Test  of  a  Hypothesis", 
AER,  Vol.46  (1956)  pp,  128-141;  H,  Iydall  and  J,B,  Lansing,  "A 
Comparison  of  the  Distribution  of  Personal  Income  and  Wealth  in  the 
United  States  and  Great  Britain",  AER,  Vol,49  (1959)  pp,43-67;  D. 

Gale  Johnson,  "Government  and  Agriculture:  Is  Agriculture  a  Special 
Case?"  in  H,C.  Harlan,  ed.,  Readings  in  Economics  and  Politics  (1961) 
pp, 28-46;  W,E.  Chryst,  "Land  Values  and  Agricultural  Income;  A 
Paradox?"  JEE,  Vol.47  Part  2  (1965)  pp,  1265-1272;  and  J.W,  Mellor, 
"Toward  a  Theory"  (1967). 

47.  Weisbrod  and  Hansen,  "Income-Net  Worth  Approach"  (1968), 

48.  Weisbrod  and  Hansen,  p,1315. 
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Certain  assumptions  of  the  measure  were  made  explicit,  The 
method  ignored  the  question  of  whether  the  unit  does,  in  fact,  annuitize 
any  assets,  or  even  that  it  can  do  so.  It  merely  stated  the  theoretical 
possibility  of  annuitization  but  to  be  practical  the  authors  realized 
there  may  be  interaction  with  financial  institutions  which  may  inhibit 
its  fulfilment .  It  was  also  pointed  out  that  to  annuitize  assets  over 
a  lifetime  does  not  leave  room  for  bequest,  though  this  could  be  incor¬ 
porated  into  the  measure  if  desired. 

Several  empirical  uses  of  the  measure  were  suggested  by  Weisbrod 

and  Hansen,  These  include  determining  the  extent  of  economic  inequality 

and  examining  the  extreme  ends  of  this  spectrum  (.from  affluence  to 

poverty),  examining  regressive  and  progressive  consequences  of  a  tax, 

and  estimating  consumption  behaviour,  Economic  inequality  was  tested 

using  data  from  United  States  families  in  1962,  It  was  found  that  the 

addition  of  net  worth  to  income  increased  economic  inequality  and  that 

the  ratio  of  net  worth  to  income  generally  increased  as  income  size  and 

age  increased.  A  positive  relationship  between  changes  in  annuitized 

assets  and  consumption  was  predicted,  similar  to  the  life  cycle  hypothesis 

4q 

formulated  by  Ando  and  Modigliani, 

APPLICATIONS  OF  AN  INCOME-ASSET  MEASURE  IN  AGRICULTURE 

In  a  study  by  MacMillan  and  Loyns  which  evaluated  farm  household 
expenditures,50  the  income-net  worth  approach  provided  an  explanatory 

variable  for  consumer  expenditure.  Annuitized  asset  values  were  used  as 

49,  A,  Ando  and  F,  Modigliani,  "The  Life-Cycle  Hypothesis  of  Saving: 
Aggregate  Implications  and  Tests",  AER,  Vol.53  (March  1963)  pp. 55-84. 

50.  •  J , A .  MacMillan  and  R.M.A.  Loyns,  "A  Cross-Section  Analysis  of  Farm 
Household  Expenditures",  CJAE,  Vol.17  #2  (July  1969)  pp. 92-105. 
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a  proxy  for  1  expected. !  or  ’ lifetime T  income,  Analysis  was  done  on  cross- 
sectional  farm  account  household  budget  data  from  approximately  80  farms 
from  the  Carman  area  in  southern  Manitoba  for  1963  and  1964,  As  pre¬ 
dicted,  a  significant  positive  relationship  between  annuitized  asset 
values  and  total  consumption  expenditure  resulted. 

Using  1966  cross-sectional  data  from  the  United  States  Department 
of  Agriculture,  T.A.  Carlin  used  the  Weisbrod  and  Hansen  measure  to 
examine  economic  inequality.  Economic  well-being  of  farm  families  and 
nonfarm  families  were  compared,  along  with  variation  between  farms  from 
many  geographical  regions,  Carlin  demonstrated  the  degree  to  which  each 
of  the  two  components,  income  and  annuitized  asset  values,  contributed 
to  economic  well-being  over  various  income  and  age  groups. 

Results  of  Carlin fs  study  closely  follow  those  of  Weisbrod  and 
Hansen,  The  addition  of  net  worth  brought  economic  positions  of  farm 
and  nonfarm  families  closer  together.  An  index  of  integration  based 
solely  on  money  income  of  ,76  became  ,91  *  The  combined  measure  improved 
median  economic  position  of  all  farm  families  studied,  although  to  dif¬ 
ferent  degrees  across  geographical  regions.  As  would  be  expected,  where 
average  net  worth  was  highest,  average  economic  position  improved  the 
most.  Within  each  region,  economic  inequality  decreased  with  the  inclusion 
of  assets.  This  result  opposes  that  reached  by  Weisbrod  and  Hansen,  The 

51,  T.A.  Carlin,  "Economic  Position  of  Farm  Families  when  Money  Income 
and  Net  Worth  are  Combined",  Agricultural  Economics  Research,  Vol,25 
#3  (July  1973)  pp, 61-70, 
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difference  is  explained  by  the  characteristic  net  worth/income  ratio 
among  farm  families,  which  falls  as  income  increases;  the  inverse  is 
true  when  all  United  States  families  are  considered.  This  ratio  in¬ 
creased  as  age  increased. 

There  have  been  more  recent  studies  on  the  economic  well-being  of 
farmers  which  involve  the  income-net  worth  approach. ^  Of  interest  here 
are  studies  discussing  aspects  of  Canadian  farmers’  economic  position. 

In  1972,  J.A,  MacMillan,  Fu-Lai  Tung  and  R,M,A,  Loyns  used  annuls 
tized  value  of  total  assets  and  reported  changes  in  net  worth  to  help 
detect  effects  of  urbanization  on  household  consumption  patterns. ^  Data 
were  from  a  1968  Manitoba  Inter lake  Area  household  expenditure  survey. 
Households  were  grouped  according  to  the  degree  of  urbanization.  Results 
showed  annuitized  asset  values  accounted  for  about  25 l  of  estimated  con¬ 
sumption  by  farm  families  but  only  some  8%  of  urban  household  consumption. 


As  mentioned  earlier,  B.B.  Perkins  examined  effects  of  annuitized 


assets  and  off-farm  income  as  well  as  farm  income  when  evaluating  low 
returns  to  agricultural  resources .  Using  Canadian  national  data  for 


52,  American  studies  include:  E.C.  Budd  and  D.F,  Seiders,  ’’The  Impact 
of  Inflation  on  the  Distribution  of  Income  and  Wealth",  AER,  V0I.61 
(1971)  pp, 128-138;  J.R,  Gordon,  G,L,  Nelson  and  J.N,  Uhl,  "The 
Distributional  Impacts  of  Inflation  on  Farmers  vs  Nonfarmers  196O- 
74",  Am.  Soc,  of  Farm  Mgrs.  and  Rural  Appraisers  J.,  Vol.40  #2 
(Oct.  1976)  pp. 21-27;  P.M.  Raup,  "Some  Questions  of  Value  and  Scale 
in  American  Agriculture",  AJAE,  Vol,60  #2  (May  1978)  pp. 303-308, 

53,  J.A.  MacMillan,  F.L.  Tung  and  R.M.A.  Inyns,  "Differences  in  Regional 
Household  Consumption  Patterns  by  Urbanization:  A  Cross-Section 
Analysis",  J.  Regional  Science,  Vol.12  #3  (1972)  pp, 417-424. 

54,  Perkins  (1973) . 
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1969,  he  showed  that  even  when  net  change  in  equity  was  not  fully  included 
because  of  a  lack  of  data,  it  contributed  significantly  to  eliminating 
the  gap  between  farm  and  nonfarm  income  levels .  Perkins  also  found  that 
off-farm  income,  a  topic  to  be  covered  subsequently  in  this  study,  was  a 
major  source  of  total  money  income  in  1969. 

D.  McClatchy  and  C.  Campbell  used  the  income-net  worth  approach 
to  help  determine  who  low  income  farmers  are  and  where  they  are  located 
in  1971.  A  concept  called  ’real  farm  family  income’  included,  in 
particular,  real  capital  gains  on  farm  land.  Using  aggregate  Canadian 
national  and  provincial  data,  real  capital  gains  on  land  contributed 
roughly  18#  of  total  farm  family  income  in  1971,  ranging  provincially 
from  lows  in  New  Brunswick  and  Nova  Scotia  of  Q%  to  a  high  in  Saskatchewan 
of  22%.  These  figures  apply  after  adjustment  was  made  for  gains  accruing 
to  non- farmer  owners  of  farm  land, 

G,L,  Brinkman  and  J,A,  Gellner  included  capital  gains  along  with 

farm  income  to  estimate  rates  of  resource  returns  for  Ontario  commercial 

56 

farms  and  made  a  comparison  of  these  with  returns  to  nonfarm  resources. 

The  study  recognized  that  rates  of  return  do  not  necessarily  indicate 
economic  well-being,  for  even  a  high  rate  of  return  on  too  few  resources 
may  constitute  inadequate  income  from  farm  sources.  The  study  is  limited 
to  commercial  farms  where  adequate  resource  levels  are  assumed 

55.  D.  McClatchy  and  C,  Campbell,  "An  Approach  to  Identifying  and  loca¬ 
ting  the  Low  Income  Farmer”,  CFE,  Vol.10  # 2  (April  1975)  pp,l-ll. 

56.  G.L.  Brinkman  and  J.A.  Gellner,  "Relative  Rates  of  Resource  Returns 
for  Ontario  Commercial  Farms— A  Farm  to  Nonfarm  Comparison,  1971- 
1974",  CJAE,  Vol.25  #2  (July  1977)  pp. 26-44. 
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Farm/nonfarm  returns  of  the  period  1971-74  were  presented  as  ratios, 

with  no  adjustments  made  for  inflation.  The  authors’  assumption  that 

"the  effects  of  inflation  were  similar  in  each  sector  in  each  year”"^ 

58 

may  be  questionable,  especially  since  rapid  land  inflation  occurred 
over  the  period  studied. 

Findings  of  the  Brinkman  and  Gellner  study  suggest  capital  gains 
were  a  positive  factor  in  bringing  total  returns  to  farm  and  nonfarm 
resources  into  closer  similarity.  Capital  gains  from  farm  assets  exceeded 
those  from  nonfarm  assets  between  1971  and  1974  for  those  Ontario  commer¬ 
cial  farms  studied.  However,  returns  to  labour,  management  and  investment 
were  significantly  less  for  farm  resources  than  for  nonfarm, 

A  new  approach  to  determining  changes  in  owners ’  equity  was 

developed  by  G.  Bradshaw  through  his  incorporation  of  income  and  net 

59 

worth  changes  into  balance  sheet  analysis.  He  felt  that  owners’  equity 
changes  for  several  reasons,  only  one  being  contributions  from  farm 
income,  and  that  knowledge  from  where  equity  changes  come  can  help  in 
farm  management  decisions.  Specifically,  increases  or  decreases  in  asset 
values  due  to  market  pressure  have  an  impact  on  economic  position. 

Another  potential  source  mentioned  by  Bradshaw  was  contributions  to 
equity  from  off-farm  sources.  The  Canadian  literature  discussing  the 
role  played  by  off-farm  income  in  the  economic  well-being  of  farmers  forms 

the  final  section  of  the  present  review  of  literature. 

57,  Brinkman  and  Gellner,  n.l,  p.26. 

58,  See  D,  Gale  Johnson  (I96I)  and  Gordon,  Nelson  and  Uhl  (1976) . who 
use  contrasting  views  on  sectoral  distribution  due  to  inflation. 

59,  G,  Bradshaw,  ”A  New  Approach  to  Balance  Sheet  Analysis”,  Proc.  of 
Farm  Management  and  Agricultural  Appraisal  Conf.  (July  1978)  pp .14^- 
146. 
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OFF-FARM  INCOME60 

Although  off-farm  employment  has  remained  in  relatively  constant 
proportion  to  the  number  of  census  farms  in  the  period  1941  to  1976,  the 
ratio  of  off-farm  income  to  net  farm  earnings  has  increased  substantially 
over  the  same  period. 


There  have  been  several  estimates  of  the  Importance  of  off-farm 
income  to  Canadian  farmers.  T,  Manning60  and  E.EtR,  King6^  independently 
estimated  farm  family  income  from  non-farm  sources  as  approximately  33%  of 
total  personal  income  of  farm  families  in  1958.  King  noted  that  if  off-farm 
income  were  included  in  income  distribution  measurements,  income  inequa¬ 
lity  among  farmers  would  be  less  than  that  normally  reported.  In  1971, 

a  low  farm  income  year  in  Canada,  off-farm  income  was  reported  to  be 

65 

approximately  75%  of  total  farm  family  income.  The  contribution  of 
off-farm  employment  income,  specifically  wages  and  salaries  plus  non-farm 
self-employment  income,  was  estimated  at  41,7%  for  1971 , 66  Another 
estimate0'  for  the  same  year  showed  off-farm  income  accounting  for 
roughly  40%  of  total  farm  family  income.  Data  for  this  estimate  came 
from  the  Statistics  Canada  1972  Age  Enumerative  Survey  and  from  farm 
taxfiler  information.  These  may  not  include  all  previously-listed 
income  categories. _ _ _ 

60.  Defined  as:  summing  wages  and  salaries,  nonfarm  self-employment 
income,  investment  income,  government  transfers,  and  retirement  and 
other  income.  See  R.D,  Bollman,  "Off-Farm  Work  by  Operators  of 
Canadian  Census  Farms",  CFE,  Vol,8  #6  (Dec.  1973)  pp.1-5. 

61.  Defined  as:  participation  of  farmers  in  wage  activity  as  distinct 
from  their  farming  self-employment  activity.  See  R.D,  Bollman,  • 
Off-Farm  Work  by  Farmers  (March  1979). 

62.  This  ratio  was  estimated  at  18%  in  1940,  36%  in  1958  and  74%  in  1971. 
See  Bollman  (1979)  p.60, 

63.  T.W.  Manning,  The  Canadian  Farm  Income  Problem  (June  1963). 

64.  E,E,R..King,  "Decreasing  Farm  Numbers  ancTTncomes" ,  CFE,  Vol.l  #1 

(April  1966)  pp. 27-29. 
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Not  all  provinces  shared  equally  in  the  distribution  of  off-farm 
income.  The  1971  ratio  of  off-farm  income  to  total  is  lower  in  the 
prairie  provinces  (2 6%  in  Manitoba,  20%  in  Saskatchewan  and  36%  in 
Alberta)  to  relatively  higher  ones  in  the  Atlantic  provinces  (Prince 
Edward  Island  40$,  Nova  Scotia  56%  and  New  Brunswick  53/0.^ 

Documentation  of  off-farm  income  has  been  growing. By  1974, 

nonfarm  income  had  become  over  50%  of  total  farm  family  income  for  all 

provinces  except  two  (Manitoba  and  Saskatchewan).^0  The  ratio  of  farm 

to  off-farm  income  is  sensitive  to  type  of  commodity  produced.  Less 

dependence  on  off-farm  sources  of  income  existed  in  poultry,  dairy,  hog, 

71 

and  fruit  and  vegetable  operations , 


65.  B.H.  Davey  and  Z.A,  Hassan,  "Farm  and  Off-Farm  Incomes  of  Farm 
Families  in  Canada”,  CFE,  Vol,9  # 6  (Dec,  1974)  p,21  and  Bollman 

(1979)  p.60 . 

66.  Bollman  (1979)  p.l4l. 

67.  McClatchy  and  Campbell,  p.5t 

68.  McClatchy  and  Campbell,  calculated  from  data  in  Table  1,  p.4. 

69.  See,  for  specific  years  of  1971,  1973,  1974  and  1975  respectively: 

W.  Darcovich,  B.  Davey,  J,  Gellner  and  Z,  Piracha,  Income  Profiles 
of  Farm  Taxfilers  (July  1975);  W,  Darcovich,  K,  Neumeyer,  R. 

Stevenson,  Income  and  Financial  Data  of  Farm  Taxfilers  1973  (Nov. 
1975);  J.A.  Gellner  and  G.J.  Birks,  Farm  and  Off-Farm  Incomes  of 
Farm  Taxfilers,  1974  (July  1977);  and  W,  Darcovich,  J.  Gellner, 

D.  Leung,  Income  of  Farm  Family  Units  1975  (May  1979)*  For  general 
reference  see:  Paul  Shaw,  Canada rs  Farm  Population  (March  1979) p 
Roger  Love,  Income  Distribution  and  Inequality  in  Canada  (March  1979). 

70.  Canada  Department  of  Agriculture,  Orientation,  p.91-. 

71.  Canada  Department  of  Agriculture,  p,91. 
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summary 

Prom  the  early  works  of  T.W,  Schultz,  discussion  about  the 
economic  well-being  of  farmers  focussed  on  two  areas  of  research: 
income  and  net  worth.  Most  analyses  remained  in  one  of  these  two  areas 
until  the  Weisbrod  and  Hansen  measure  was  published  in  1968  to  examine 
the  economic  well-being  of  a  consumer  unit.  Subsequently,  the  income- 
net  worth  measure  has  been  used  to  examine  the  economic  well-being  of 
farmers.  Cross-sectional  studies  appeared,  evaluating  specific  groups 
of  farmers;  a  time  series  study  was  done  without  adjustment  for 
inflation.  The  approach  was  used  to  reevaluate  farm  management  concepts. 
Off-farm  income  also  appeared  in  the  literature  as  having  increasing 
importance  to  the  income  component  of  farm  families. 


. 


CHAPTER  3 

AN  INCOME-ASSET  MEASURE  FOR  THE  ECONOMIC  WELL-BEING  OF  FARMERS 

INTRODUCTION 

At  the  outset  of  this  study,  it  was  stated  that  two  steps  are 
necessary  to  bring  the  economic  well-being  of  Canadian  farmers  into 
clearer  focus.  One  is  to  find  a  meaningful  measure  for  economic  position; 
the  other  is  to  use  this  to  examine  changes  in  farmers’  economic  position. 
This  chapter  presents  a  measure  for  examination  of  economic  well-being  of 
farmers  and  assumes  data  requirements  to  be  ideally  realizable.  Chapter  4 
contains  an  empirical  estimation  of  the  economic  position  of  Canadian 
farmers  in  the  aggregate,  using  the  measure- outlined  in  this  chapter  along 
with  limited,  secondary  data. 

Chapter  3  contains  three  sections.  First,  an  approach  is  described 
which  combines  income  and  asset  values  into  a  single  measure.  The  second 
section  explores  how  concepts  basic  to  the  measure  are  interpreted  with 
respect  to  agriculture.  The  third  examines  how  characteristics  of  the 
structure  of  Canadian  agriculture  can  affect  the  reality  of  translating 
asset  values  into  economic  well-being. 
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SPECIFICATION  OF  THE  MEASURE 

Earlier  chapters  indicated  that  attempts  to  understand  or  measure 
the  economic  position  of  farmers  often  concentrated  on  explaining  low 
returns  to  farm  labour.  Such  studies  paralleled  use  of  price  and  cost 
variables  to  explain  changes  in  the  structure  of  agriculture  over  time. 

With  recognition  that  farm  income  alone  is  an  insufficient  measure  of 
economic  well-being,  asset  values  and  off-farm  income  emerged  as  additional 
criteria  for  evaluating  economic  position.  However,  to  combine  asset 
values  with  income  flows  needed  a  theoretical  framework.  This  was  pro¬ 
vided  by  Weisbrod  and  Hansen.^ 

The  Weisbrod  and  Hansen  approach  operates  on  the  principle  that 
the  economic  well-being  of  a  unit  is  dependent  on  the  flow  of  services 
over  which  is  has  command.  Contributions  to  this  stream  come  from  all 
sources  of  current  income  plus  services  derived  from  assets  net  of  lia¬ 
bilities.  In  order  to  estimate  the  contribution  of  assets  to  economic 
position,  asset  values  can  be  annuitized.  This  can  then  be  summed  with 
income  to  arrive  at  a  measure  for  economic  well-being. 

Such  an  income-net  worth  measure  has  the  form  of  equation  (1) . 


(1) 


Y\  =  Yt  + 


NW  'A 
t  n 


1.  B.A.  Weisbrod  and  W.L.  Hansen,  "An  Income-Net  Worth  Approach  to 
Measuring  Economic  Welfare",  AER,  Vol.58  (Dec.  1958)  pp.1315- 1329 • 
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where:  -  economic  position  in  time  period,  t 


Y 


t 


current  annual  income  (net  of  net  worth) 


NW^_  -  value  of  assets  in  time  period  t  less  liability 


A 


annuity  formula 


r 


n 


1  -  (l+r)"n 


r 


current  rate  of  interest 


n 


life  expectancy  of  the  consumer  unit 


The  Treasure  would  represent  a  flow  over  one  year  of  all  income 
plus  an  annuity  stemming  from  net  worth.  The  value  of  the  annuity  would 
depend  upon  the  amount  of  net  worth,  the  length  of  time  over  which  it  is 
spread  (n) ,  and  the  rate  of  interest  (r).  For  any  given  r,  the  annual 
annuity  would  increase  if  the  net  worth  value  in  that  year  is  greater  or 
if  the  period  over  which  it  is  spread  is  shorter.  For  any  net  worth 
value,  the  annuity  value  would  be  higher  if  a  higher  interest  rate  were 
chosen.  As  the  duration  of  the  annuity  approaches  infinity,  the  annual 
value  would  approach  the  value  of  annual  interest,  which  means  the 
measure  of  economic  position  would  approach  current  money  income  (which 
includes  interest  and  dividend  income) ,  If  net  worth  were  annuitized  in 
the  current  year,  economic  position  would  equal  the  sum  of  current  money 
income  plus  the  current  value  of  all  assets, 
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INTERPRETATION  OF  THE  MEASURE  TO  AGRICULTURE 

The  current  application  of  Weisbrod  and  Hansen's  measure  requires 
examination  of  its  basic  concepts  with  respect  to  the  agricultural 
sector .  Characteristics  peculiar  to  agriculture  influence  interpreta¬ 
tion  of  the  income-net  worth  measure,  or  some  measure  which  includes 
asset  values,  as  indicator  of  farmers'  economic  well-being.  This  section 
discusses  modifications  to  three  concepts  of  Weisbrod  and  Hansen's 
measure  of  consumer  economic  well-being:  the  'unit'  under  study,  the 
income  stream  and  the  annuitization  process  and  then  considers,  from  a 
Canadian  point  of  view,  issues  which  would  influence  use  of  the  measure 
as  an  indication  of  Canadian  farmers'  economic  position. 

THE  FARM  'UNIT' 

There  are  differences  in  using  an  income-net  worth  measure  for 

estimating  economic  well-being  of  consumers  and  using  it  to  estimate 

the  economic  position  of  farmers.  Use  of  the  measure  with  consumers  was 

justified  by  "recent  empirical  research  that  suggests  that  saving  (net 

worth  accumulation)  is  in  large  part  motivated  by  a  desire  to  smooth  out 

patterns  of  normal  lifetime  consumption  and  to  build  up  reserves  to  take 

2 

care  of  unanticipated  needs"  ,  the  argument  being  that  the  addition  of 
net  worth  improves  the  economic  position  of  a  consuming  unit  at  any 
point  in  time. 

It  has  been  noted  that  "because  the  family  and  the  farming  unit 
are  the  same,  labour  and  capital  allocative  decisions  represent  a 


2.  Weisbrod  and  Hansen,  p. 1317/8. 


' 

. 
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"subjective  equilibrium  between  household  and  business  considerations".'1 
If  the  farmer  intends  to  maintain  or  improve  his  income  level,  some 
portion  of  his  economic  position  is  required  for  reinvestment  in  farm 
operations.  For  the  farmer,  the  choice  to  save  may  be  motivated  by  a 
desire  to  improve  his  consumption  options,  his  productive  capacity  or 
both. 


It  is  the  economic  well-being  of  farmers  as  both  consumers  and 
producers  that  is  under  examination  in  this  study.  This  includes  returns 
to  labour  and  to  physical  assets.  Over  time,  changes  in  economic  position 
indicate  changes  in  what  may  be  called  discretionary  income  of  the  farm 
unit.  By  this  it  is  implied  that  changes  in  economic  position  can  be  used 
at  the  discretion  of  the  farm  unit  to  change  household  disposable  income, 
or  to  change  investment  plans — either  farm  or  off-farm  investment— or  both. 


THE  FARM  INCOME  STREAM 

In  order  to  use  the  Weisbrod  and  Hansen  formula  or  some  other  such 
measure,  components  would  have  to  be  mutually  exclusive  and  additive  over 
a  specific  time  period.  All  income  would  have  to  be  expressed  in  the 
same  quantitative  unit,  in  either  actual  or  estimated  currency  values. 
Should  the  measure  be  used  to  compare  changes  in  economic  position  over 
time,  some  adjustment  could  be  made  to  maintain  constancy  of  the  purchasing 
power  of  currency.  As  noted  by  Weisbrod  and  Hansen,  the  income  component 
should  be  completely  independent  of  net  worth  to  prevent  double  counting. 


3.  Mellor  (1967),  p.37. 


. 


. 
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Broadly  Interpreted,  income  represents  a  flow  of  returns  from  the 
use  of  economic  resources:  land,  labour  and  capital  goods.  The  income 
of  a  farm  unit  results  from  occupying  farm  labour  and  assets  either  on 

if 

the  farm  or  off  the  farm.  There  are  usually  several  sources  of  income 
to  the  farm  unit.  Traditionally,  the  major  source  has  been  income 
obtained  from  the  sale  of  farm  products.  Farm  income  from  cash  receipts 
includes  supplementary  payments,  to  which  is  added  income  in  kind  (per¬ 
quisites  in  the  form  of  food,  house  rental  and  the  like)  for  total  farm 

income.  However,  income  from  off-farm  employment  has  accounted  for  more 

5 

than  half  of  total  income  from  all  sources  in  the  current  decade.  Wages 
and  salaries  make  up  the  majority  of  off-farm  income.  Other  sources  are: 
off-farm  self-employment,  rentals  and  investment,  and  family  allowances. 


Inventory  changes  may  be  added  to  total  farm  income  in  the  sense 
that,  theoretically,  inventory  can  be  sold  for  cash  at  any  time.  However, 
the  assumption  that  all  types  of  income  are  additive  at  any  time  cannot 
be  made  for  this  category.  Inventory  changes  may  not  be  realized  in 
the  year  they  are  recorded;  realization  may  be  dispersed  randomly  throughout 
the  income  stream  over  successive  years.  Furthermore,  inventory  can  change 
in  value  between  time  periods  and,  therefore,  is  not  independent  of  asset 
values.  If  it  is  assumed  that  inventory  changes  are  realized  into  cash 
farm  receipts  over  several  years,  they  need  not  be  a  separate  income 
group  in  the  measure  of  farmers '  economic  position. 

4.  "In  order  to  obtain  a  complete  assessment  of  the  welfare  position  of 
the  farm  sector,  it  is  essential  to  account  for  income  from  all  major 
sources:  1)  conventional  income  obtained  from  the  sale  of  farm 
products,  perquisites,  supplementary  payments,  and  unrealized  farm 
inventory  changes:  2)  off-farm  income  from  employment  off  tne  farm 
and  interest,  dividends  and  capital  gains  from  off-farm  investments; 

3)  non-convent ional  income  in  the  form  of  capital  gains  from  farm 
physical  assets  and  liabilities,  and  from  gifts  and  inheritances. 

Refer  to  H.B.  Huff  and  T.J.  Cusack,  Capital  Gains  in  Canadian  Agri- 

culture  1946-66  (1972). 
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This  study  treats  ’ non-convent ional  income’,  specifically  capital 
gains  from  the  gross  value  of  farm  physical  assets,  as  a  separate  cate¬ 
gory  not  to  be  included  under  the  definition  of  income.  Ideally,  non- 
conventional  income  would  be  net  of  liability. 

ANNUITIZATION  OF  NET  WORTH 

To  annuitize  net  worth^  implies  that  benefits  from  it  would  flow 
from  an  initial  period  to  seme  specified  time  in  the  future.  At  the  end 
of  this  time  period,  it  would  be  assumed  that  the  whole  value  of  net  worth 
would  be  used  up  or  all  of  it  less  a  portion  intended  for  bequeathal.  A 
time  period  appropriately  reflecting  the  lifetime  of  the  unit  under  study 
should  be  chosen  and  discount  rates  selected  to  spread  the  benefits  over 
time.  If  changes  in  net  worth  were  considered,  the  incidence  of  change 
should  be  calculated  at  regular  intervals  over  the  entire  period  under 
study . 

The  time  period  chosen  should  reflect  the  likely  duration  over 
which  benefits  from  asset  ownership  are  spread.  Where  the  unit  under 
consideration  is  the  combination  of  farm  household  and  farm  business,  a 
period  approximating  a  generation  in  farming  would  be  appropriate,  with 
or  without  seme  residual  for  bequeaths.  In  Canada,  the  family  farm  is 
the  predominant  farming  unit .  Changes  in  net  worth  could  be  calculated 
annually  or  at  some  other  regular  interval  sensitive  to  changes  in 
economic  well-being  which  are  perceived  meaningful  by  farmers . 

5.  Refer  to  Chapter  2  of  this  study,  pp« 46-47. 

6.  The  empirical  estimates  of  this  study  use  gross  farm  asset  values  as. 
a  proxy  for  net  worth. 
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The  rate  of  interest  chosen  should  reflect  rates  at  which  credit 
(or  an  annuity)  can  be  purchased  by  the  farming  community ,  Interest  rates 
are  available  to  farmers  from  a  variety  of  sources,  including  private 
insurance  companies,  mortgage  and  trust  companies  or  individuals,  along 
with  provincial  and  federal  government  agencies,^  Interest  rates  vary 
depending  on  whether  credit  is  extended  over  a  short,  intermediate  or 
long  term.  Some  rate  or  rates  should  be  chosen  when  estimating  the 
economic  position  of  farmers  which  reflect  this  situation  in  the  farm 
credit  market. 


THE  CANADIAN  CONTEXT 

Characteristics  of  the  agricultural  environment  affect  realistic 
interpretation  of  a  measure  for  economic  well-being  of  farmers  which 
includes  income  and  asset  values.  Every  study  will  have  its  own  parti¬ 
cular  aspects  of  the  economic  environment  which  have  a  bearing  on  how 
results  can  be  interpreted.  Attention  here  is  given  to  two  structural 
characteristics — the  degree  to  which  farmers  rent  their  land  and  the 
credit  environment  in  Canadian  agriculture — -and  to  attitudes  towards 
realization  of  capital  gain, 

OWNER  VERSUS  RENTER 

Since  capital  gains  accrue  to  the  owner  rather  than  the  renter  of 

assets,  the  proportion  of  farmer-owned  assets,  particularly  land,  becomes 

significant.  Although  it  is  true  that  land  rentals  have  been  on  the 

7,  See:  R.S.  Rust,  TFaim  Credit”  in  various  issues  of  CFE;  D.  Thompson, 
Investment  Demand  for  Farm  Credit  in  Canada  (1978)  j  F.L.  Tung  and 
W.D.  Jones,  "Forecasting  Farm  Credit  Requirements  for  1981”,  CFE, 
Vol.l4  #3  (June  1979)  pp.1-8. 


. 
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increase  in  recent  years,  rented  farmland  can  be  owned  by  farmers.  It  has 
been  estimated  that  in  1971,  19.7#  of  rented  farmland  was  owned  by  farmers 

o 

and  80.3#  of  all  farmland  was  owned  by  farmers.  Therefore,  using  the 
inccme-net  worth  approach  to  measure  economic  position  of  farmers  would 
not  appear  unrealistic.  However,  on  an  individual  basis,  farmers  who  own 
assets  will  be  better  off  than  those  who  do  not. 

CREDIT  AVAILABILITY 

The  discussion  now  turns  to  the  question  as  to  what  extent  changes 
in  capital  values  are  or  need  to  be  realized  if  use  of  the  income-asset 
value  approach  it  to  provide  a  meaningful  estimate  of  farmers’  economic 
well-being.  Weisbrod  and  Hansen  felt  that  there  need  be  no  more  than  the 
theoretical  possibility  of  actual  annuitization  for  their  method  to  be 
valid  but  appreciated  that  its  practical  application  would  require  some 
credit  facility  to  exist. 

Capital  value  changes  can  be  considered  a  part  of  economic  well¬ 
being  to  the  extent  that  adequate  credit  is  available  to  the  agricultural 
sector.  This  aspect  takes  on  increasing  importance:  credit  requirements 
of  farmers  have  been  growing  as  more  technology  is  introduced  and  larger 

Q 

farms  are  operated  by  fewer  people.  Yet  providing  credit  to  farmers  has 
been  fraught  with  difficulties  peculiar  to  agriculture,10  not  the  least 
of  which  is  the  variety  of  needs  emanating  from  a  heterogeneous  farm 

structure . _ _ _ . _ 

8.  McClatchy  and  Campbell  (1975)  p.10. 

9,  Refer,  for  example,  to  Rust,  and  to  Lerohl  (1967), 

10.  Federal  Task  Force  on  Agriculture  (1969)  p.3^3/^. 


>'■ 
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A  number  of  sources  of  credit  to  farmers  in  Canada  exist  to  help 
meet  various  credit  requirements.  For  example,  in  1975,  there  were 
seven  sources  of  long  term  credit,  twelve  offering  intermediate  term  loans 
and  nine  institutions  for  short  term  loans,  a  situation  which  had  not 
changed  significantly  over  three  decades.11  Private  institutions  such  as 
banks  have  been  predominant  in  short  and  medium  term  credit  markets, 
providing  approximately  8l%  of  these  loans  to  farmers  compared  with  6.5% 
from  government  sources .  Long  term  loans  have  been  extended  largely  by 
government,  which  accounts  for  approximately  92.6%  compared  with  7.4%  of 
long  term  credit  being  granted  by  private  institutions.11 

Three  different  credit  markets  have  predominantly  different  uses 

to  farmers.  Farm  real  estate  capital  transfers  are  largely  financed 

through  long  term  credit;  intermediate  credit  terms  are  used  mostly  for 

non-real  estate  capital  purchases  such  as  farm  machinery  and  equipment; 

and  financing  farm  operating  expenses  is  done  primarily  through  the 

12 

short  term  credit  market , 

It  has  been  noted  recently  that  long  term  credit  demand  has  been 
11 

met  adequately.  However,  escalating  farmland  values  witnessed  in  the 

last  several  years  may  introduce  greater  demand  in  credit  markets. 

Concern  has  been  voiced  for  the  future  should  the  Federal  Government, 

which  provides  the  majority  of  long  term  loans  through  Farm  Credit  Corpor- 

14 

ation  and  the  Veterans’  Land  Act,  withdraw  from  the  loans  market. 

11.  Rust,  particularly  (1976)  p.21;  and  Thompson,  p.22. 

12.  Tung  and  Jones,  p.2. 

13.  Canada  Department  of  Agriculture,  p.157. 

14 .  Canada  Department  of  Agriculture,  p.157.  See  also:  Thompson, 
p.105-107  and  Tung  and  Jones,  p.8. 
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Private  credit  sources  have  been  showing  "an  increasing  capability 

15 

and  interest  in  agriculture”.  Banks  not  only  have  provided  an  in¬ 
creasing  variety  of  loan  programs  to  farmers  but  also  have  attempted  to 
provide  personnel  who  are  versed  in  the  particular  problems  of  agricultural 
finance.  As  an  indication  of  the  strength  of  short  term  credit  extension, 
an  increase  in  short  term  credit  of  2,8  times  over  the  decade  1963  to  1973 
was  seen,  compared  with  2.2  times  for  long  term  and  2,0  times  for  inter¬ 
mediate  term  credit. 

The  foregoing  discussion  indicates  that  there  is  not  sufficient 
evidence  of  a  lack  of  credit  in  Canada  to  obviate  the  inclusion  of  assets 
in  a  measure  of  farmers'  economic  well-being.  Such  an  assumption  does 
not  imply  that  any  change  in  asset  values  or  net  worth  may  be  translated 
costlessly  into  income.  Indeed,  should  full  realization  of  asset  values 
occur,  the  individual  farmers  would  be  left  without  further  means  of 
production  and,  presumably,  livelihood.  It  does  imply ?  however,  that 
changes  in  net  worth  constitute  changes  in  economic  position  which  a  farmer 
may  adjust  at  his  discretion  through  investment  in  productive  capacity  or 
personal  consumption."^ 

REALIZATION  OF  GAIN 

Several  technical  aspects  of  realization  of  a  capital  gain  were 
touched  on  in  the  review  of  literature.  Grove  saw  an  unquestionable 
increase  in  purchasing  power  of  an  individual  who  had  realized  a  capital 

15.  Canada  Department  of  Agriculture,  p.156. 

16.  A.  Stuart,  representing  the  Toronto  Dominion  Bank  at  a  conference  on 
Organization  and  Direction  of  our  Food  System  in  the  1980s  (June  1979) . 

17.  In  Shaw  (1979),  the  average  value  of  farm  capital  in  1971  appeared  as 
the  most  significant  correlate,  among  some  20  variables,  of -differen¬ 
tials  in  magnitude  of  farm  sales,  p, 116-117  and  p.217. 


. 


60 


gain.  Hoover  noted  that  inflation  may  limit  the  addition  to  purchasing 
power  and  felt  the  gain  must  not  only  be  realized  in  the  sense  that  assets 
are  sold  but  also  have  financed  a  completed  purchase.  It  is  the  position 
here  that  as  long  as  gains  are  potentially  realizable  in  the  sense  that 
credit  markets  do  exist  for  farmers,  then  they  alter  economic  position  by 
changing  discretionary  income,  However,  to  look  at  changes  in  real  rather 
than  nominal  terms  provides  a  more  accurate  account  of  actual  changes  in 
economic  position. 

Hoover  introduced  a  further  complication  in  his  analysis  of  the 
effect  of  changes  in  net  worth  on  economic  well-being.  He  noted  that 
different  interpretations  may  be  given  to  the  impact  from  expected  versus 
unexpected  gains.  If  expected,  a  gain  may  enter  the  income  stream  before 
it  is  realized  (in  the  form,  say,  of  reduced  savings),  leading  to  double 
counting  if  both  income  and  changes  in  the  value  of  net  worth  are  included 
in  estimates  of  economic  position.  This  point  was  taken  up  by  D.H.  Boyne, 
who  implied  that  double  counting  would  not  occur  as  long  as  the  gain 
remained  unrealized . ^ 

This  study  recognizes  the  difficulty  in  assessing  the  degree  to 
which  capital  gains  and  losses  are  anticipated  by  Canadian  farmers. 
However,  even  if  expectations  lead  to  a  part  of  the  increase  in  asset 
values,  other  forces  are  at  work.  For  example,  in  pricing  land,  there 
is  its  productive  value  based  on  the  value  of  agricultural  production  and 
operating  expenses?  and  its  market  value  which  is  linked  with  the  former 
but  also  includes  factors  such  as  scale  economies  and  the  non-farm 


18.  Boyne  (1964)  p,30* 


< 
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investor.  It  was  estimated  that  speculative  motives  explained  approxi- 

20 

mately  13%-17%  of  land  price  increases  between  1950  and  1966.  Farmers’ 

21 

expectations  of  capital  gains  have  increased  between  1949  and  1977, 

22 

especially  given  the  rate  of  land  price  escalation  in  the  last  decade. 

However,  the  productive  value  of  land  has  also  risen  as  product  prices 

have  increased  sharply  in  recent  years.  Farm  expansion  buyers  have  been 

23 

considered  important  forces  in  increased  land  prices.  Further,  there 
is  risk  Involved  with  expectation  of  gain. 


SUMMARY 

The  present  chapter  has  examined  the  reality  of  considering  asset 

values  as  a  component  along  with  income  in  a  measure  of  farmers’  economic 

well-being.  It  would  appear  that  the  inclusion  of  annuitized  assets  along 

with  income  gives  a  fuller  Indication  of  the  economic  position  of  the  farm 

24 

unit,  which  includes  the  welfare  of  both  family  and  business.  If  the 
income  flow  is  inadequate  to  fulfil  the  needs  of  either  family  or  business 
aspects  or  both,  adequate  credit  could  be  made  available  to  translate  net 
worth  Into  useable  capital.  Both  assets  and  income  are  indicative  of 
farmers’  economic  well-being, _ 

19.  See:  Tweeten  and  Martin  (1966);  Lerohl  (1976);  and  M.E.  Andal,  "Land 
Values — Where  Are  They  Going  and  Why?"  Proc ,  of  Farm  Mgmt,  &  Agr. 
Appraisal  Conf.  (1978)  pp, 61-74, 

20.  Tweeten  and  Martin,  p.391. 

21.  Lerohl,  p.24 

22.  Andal,  p.66;  Hoover,  p,29;  and  W.F,  Lee  and  N,  Rask,  "Inflation  and 
Crop  Profitability:  How  Much  Can  Farmers  Pay  for  Land?"  AJAE,  Vol.58 
#5  (Dec.  1976)  pp, 984-990, 

23.  See:  Raup  (1978)  p.303;  or  D.G.  Harris  and  R.F.  Nehring,  "Impact 
of -Farm  Size  on  the  Bidding  Potential  for  Agricultural  Land",  AJAE, 
Vol , 58  #2  (May  1976)  pp.l6l-l69, 

24.  Using  net  worth  would  give  a  more  accurate  measurement  than  gross 
asset  values. 
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CHAPTER  4 

ESTIMATION  OF  THE  AGGREGATE  ECONOMIC  POSITION 
OF  CANADIAN  FARMERS 

INTRODUCTION 

Estimation  of  the  aggregate  economic  position  of  Canadian  farmers 
is  an  object  of  this  study.  Conceivably  this  broad  topic  could  focus  on 
any  one  of  a  myriad  of  levels  within  the  farm  sector.  Specific  income 
or  commodity  groups  could  be  examined,  for  example,  or  a  farm/nonfarm 
comparison  made.  It  may  be  the  level  of  economic  position  which  is  of 
interest  or  the  magnitude  and  direction  of  its  change,  The  present  study 
estimates  the  economic  well-being  of  the  Canadian  agricultural  sector, 
nationally  and  provincially ,  from  1949  to  1976,^ 

This  chapter  is  divided  into  three  sections,  The  first  examines 
data  sources  and  weaknesses.  The  mathematical  procedures  used  to  cal¬ 
culate  the  economic  well-being  estimates  are  then  detailed.  The  final 
section  discusses  resulting  estimates  from  applying  data  to  the  expanded 
measure  of  aggregate  farm  economic  well-being, 

1,  Newfoundland’s  agriculture  sector,  which  has  had  less  than  1%  of 

occupied  farms  and  of  net  farm  income  in  Canada  since  1949,  has  been 
omitted  from  provincial  analysis. 
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DATA  SOURCES  AND  WEAKNESSES 

Estimates  of  gross  farm  income,  operating  expenses  and  gross  asset 

values  published  by  Statistics  Canada  form  the  basis  of  the  data  used  in 
2 

this  study.  Several  other  secondary  sources  are  considered  as  well. 
Statistics  Canada  obtains  income  and  asset  value  estimates  by  sampling 
the  farm  population.  Thus,  these  estimates  potentially  are  subject  to 
sampling  errors.  Furthermore,  the  samples  depend  upon  voluntary  infor¬ 
mation  which  may  induce  further  errors  due  to  inaccurate  reporting.  Such 
errors  were  treated  as  constants,  not  entering  into  the  preparation  of 
estimates  of  economic  well-being. 

Problems  with  category  definitions  were  encountered  due  to  changes 
within  the  study’s  time  frame.  In  particular,  the  category  of  ’census 
farm’  changed  from  the  1941  definition  in  census  years  1951,  1961  and 
1976;  criteria  of  size  and  value  of  agricultural  production  sold  changed 
most  frequently.'  All  income  and  asset  value  estimates  pertain  to  the 
specific  census  farm  population  defined  for  each  particular  year.  Com¬ 
ponents  of  the  asset  category  ’farm  machinery  and  equipment’  changed  in 
quality  between  the  years  1949  and  1976,  a  factor  which  is  not  reflected 
in  the  estimates. 

It  was  desired  in  this  study  to  treat  off-farm  income  as  one  of 

4 

the  sources  of  farmers’  economic  position.  Components  of  off-farm 

income,  either  from  employment  or  from  investment,  are  not  included  in 

2,..  These  appear. as  appendices  to  the  study,  referenced  more  specifically 
in  later  parts  of  this  chapter. 

3.  R.  Daviault,  Selected  Agricultural  Statistics  for  Canada  (June  1977) 

p.i. 

4.  See  Chapter  2,  pp, 46-47  for  discussion  on  this  topic. 
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Statistics  Canada  agricultural  estimates.  Income  tax  data  contain  off- 
farm  income  earned  by  farmers  but  its  availability  to  the  public  began 
only  within  the  current  decade.  Off-farm  income  data  have  now  been 
published  for  the  years  1971,  1973,  1974  and  1975,"*  covering  only  a 
fraction  of  the  present  study's  time  frame.  Off-farm  non-employment 
income  (government  transfers  and  investment  income)  has  remained  a 
relatively  static  ratio  of  total  farm  family  income^  and  therefore  its 
exclusion  should  not  bias  greatly  the  results.  However,  exclusion  of 
off-farm  employment  income  will  lower  the  income  portion  or  the  estimates 
by  approximately  20%  to  75%.  The  significance  of  this  component  of 

7 

farmers’  economic  well-being  has  only  recently  been  recognized.  Data  scar¬ 
city  precludes  Inclusion  of  off-farm  Income  in  the  present  estimates. 

Ideally,  net  worth  is  the  variable  to  be  used  when  incorporating 

farm  asset  values  into  a  measure  of  economic  well-being.  Data  on  farm 

asset  liability  in  Canada  throughout  the  28  years  covered  in  this  study 

were  not  available.  Although  farmers’  equity  has  remained  substantial 

over  the  period,  debt  as  a  proportion  of  farm  assets  has  increased  since 
o 

1949.  This  ratio  has  been  estimated  at  approximately  8.9%  in  1951  and 

0 

13.6%  a  decade  later.  By  1971,  farm  debt  as  a  proportion  of  farm  invest¬ 
ment  was  estimated  at  18.7%,  which  ratio  fell  to  14,9%  by  1976,^  perhaps 

5,  See  n.69,  p.47  of  this  study, 

6,  Shaw  (1979)  p.210, 

7,  See:  Bolbnan  (1979);  Davey  and  Hassan  (1974);  and  McClatchy  and 
Campbell  (1975). 

8,  For  the  period  1949  to  1964,  see  Lerohl  (1967), 

9,  Estimates  for  this  ratio  of  8,9%  in  1951  and' 13.6%  in  1961  appear 

in  Canada  Dept,  of  Agriculture  (1977)  p,158,  This  source  (p.83)  also 
reported  the  equity-to-total-asset  ratio  falling  from  87.9%  in 
1961  to  83.1%  in  1971  and  that  it  hovered  around  this  figure  for 
the  next  few  years. 

10,  A,S.  Brunst,  "Farm  Debt  in  Canada",  CFE,  Vol.13  #1  (Feb,  1978)  p.3. 
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due  to  land  values  increasing  at  a  faster  rate  than  net  investment . 
Results  of  this  study  will  be  biased  upward  to  the  degree  that  gross 
asset  values  rather  than  net  worth  have  been  used  to  calculate  annuity 
values . 


1HE  PROCEDURE 


The  procedure  for  estimating  the  aggregate  economic  well-being 


of  fanners  involves  five  calculations: 


1) 


Y 


t 


Net  farm  income  in  any  given  time  period;  the  sum  of 
all  farm  income  sources  less  the  sum  of  all  operating 
expenses . 


2) 


3) 


AV, 


AVt 


Asset  values  in  any  given  time  period;  the  sum  of  the 
current  value  of  all  farm  asset  categories  (excluding 
quota  values);  not  net  of  liability. 

Annuitized  gross  asset  values  per  time  period. 


*t 


Current  dollar  estimates  for  economic  well-being. 


5) 


y* 

t 


Constant  dollar  estimates  for  economic  well-being. 


NET  FARM  INCCME 

For  every  year  and  geographical  area  under  study ,  the  income 
component  of  economic  well-being  is  calculated  using  estimates  for 
realized  gross  farm  income  less  farm  operating  expenses.^1 

Y_k  =  Egross  y^  -  E operating  expensesf 


Gross  Farm  Income 

There  are  three  contributors  to  gross  farm  income:  farm  cash 

receipts  from  the  sale  of  farm  produce,  income  in  kind,  and  supplementary 

11.  Appendices  A-l  to  A-10  list  current  dollar  estimates  for  gross 
farm  income  and  operating  expenses  used  in  this  study. 
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payments.  Farm  cash  receipts  form  approximately  88%-90%  of  realized 

12 

gross  farm  income  in  any  given  year,  income  in  kind  another  10%  and 

supplementary  payments  the  remaining  small  fraction.  As  mentioned 
13 

previously,  the  value  of  inventory  change  does  not  represent  a 
separate  contribution  to  farm  income  as  it  is  considered  to  be  incor¬ 
porated  into  farm  cash  receipts  over  a  period  of  time  shorter  than  the 
28  years  under  study. 

Farm  Operating  Expenses 

Farm  operating  expenses  can  be  broken  down  into  several  categories.'*' 
Machinery  expenses,  and  feed  and  other  livestock  expenses  are  both  large 
cost  items .  The  former  contributed  approximately  24%  of  total  costs  in 
1949,  falling  slightly  to  20%-22 l  in  1976.  The  combined  costs  for  feed 
and  other  livestock  expenses  formed  approximately  27%  of  total  in  1949, 
which  proportion  also  declined  to  around  20%  by  1976,  Wages  paid  to 
farm  labour  fell  from  13%  to  under  10%  by  1976,  The  only  major  expense 
category  which  has  increased  in  proportion  of  total  expenses  from  1949 
is  that  of  fertilizer,  lime  and  other  crop  expenses,  which  had  doubled 
by  the  end  of  the  period  from  approximately  7,5%  in  1949  to  14.5%  in  1976^° 

The  relationship  between  asset  ownership  and  operating  expenses 
poses  some  practical  problems  in  the  present  study,  Typically,  deprecia¬ 
tion  on  buildings  and  machinery  is  considered  an  operating  expense  by 

12,  Proportions  are  given  for  Canada  as  a  whole  unless  otherwise  stated. 

13,  See  p,54  of  this  study. 

14.  See  the  Quarterly  Bulletin  of  Agricultural  Statistics,  Statistics 
Canada  #21-003  for  a  full  breakdown  of  operating  expenses  and  their 
definitions . 

15.  Proportions  calculated  from  data  used  in  this  study. 
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Statistics  Canada.  However,  here  depreciation  has  not  been  deducted 
from  gross  farm  income  since  the  asset  component  of  the  economic  well¬ 
being  measure  is  the  annual  current  dollar  estimate  for  farm  asset 
values.  Another  consideration  is  net  investment  in  farming — gross 
investment  (sales)  less  depreciation  charges.  Since  net  investment  is 
made  from  current  income  sources  yet  also  is  included  in  gross  asset 
values  for  the  same  year,  double  counting  will  occur  to  the  extent  that 
investment  is  not  financed  by  credit.  In  Canada,  data  for  net  invest¬ 
ment  in  agriculture  are  not  available;  however,  neither  are  data  on 
off-farm  employment  nor  investment  income.  Therefore,  the  present 
estimates  will  be  biased  upward  to  the  extent  that  net  investment  in 
agriculture  takes  place  from  farm  income  sources  in  any  given  year. 


ASSET  VALUES  OP  FARMERS 

This  study  takes  asset  value  as  being  the  sum  of  the  current 
gross  value  of  farm  assets.1^ 

AV^_  =  I gross  farm  asset  value ^ 

The  three  farm  asset  categories  are;  lands  and  buildings,  mechineiy  and 
equipment ,  and  livestock  and  poultry.  Values  of  farm  land  and  buildings 
have  formed  an  increasing  proportion  of  farm  asset  values  in  Canada  over 
time.  Figure  1  charts  the  share  of  each  of  the  three  farm  asset  cate¬ 
gories  estimated  by  Statistics  Canada  for  selected  years  between  1919 
and  1976.  In  1951,  farm  land  and  building  values  formed  58 .4$  of  total 
asset  values . ^  Values  for  implements  and  machinery  and  for  livestock 
and  poultry  added  almost  equal  proportions  of  20.4$  and  21.2$  respectively 

to  make  up  the  total.  After  two  decades ,  land  and  building  values  had 

16 .  Appendices  A— 1  and  A— 10  list  the  value  of  farm  assets  used  in  this 
study . 

17.  Daviault  (1978)  p.89. 
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Figure  1.  Proportions  of  Farm  Asset  Categories  in  Canada,  Selected  Years 


Years 


Based  on  proportions  appearing  in  R.  Daviault  Selected  Agricultural  Statistics  for  Canada, 
Agriculture  Canada  publication  #78/10  (Nov.  1978)  pg.89. 
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an  increased  share  of  70.A%,  with  the  other  two  categories  adding  16.2% 
and  13.^%  respectively.  Five  years  later  in  1976,  the  proportions  were 
76.2%,  15.0%  and  8.8%  respectively. 


The  sum  of  these  three  categories  of  asset  values  constitutes 
the  annual  asset  value  estimates  used  in  this  study  (a  proxy  for  net 
worth) . 


ANNUITIZED  ASSET  VALUES 


The  annuitization  process  spreads 
period  of  years,  allowing  consumption  of 

AV,  A  where  A 

t  n  n 


the  value  of  assets  over  a 
a  portion  of  It  In  any  one  year. 
r 

1  -  (l+r)“n 


In  this  study,  farm  asset  values  are  spread  over  30  years  (n=30),  which 
means  that  the  value  In  any  given  year  would  yield  an  annual  annuity 
(AV^A^)  and  be  used  up  at  the  end  of  30  years  If  no  subsequent  change 
in  values  occurred.  Such  a  change  could  occur  if,  for  example,  net 
investment  or  disinvestment  Is  made  or  If  capital  values  were  to  change. 
Changes  in  the  equilibrium  price  of  assets  could  occur  either  through 
rrarket  forces  or  Inflation, 


Because  of  the  long  period  under  study  and  different  credit 

arrangements  available  to  farmers,  several  Interest  rates  have  been  used 

to  estimate  sensitivity  of  the  results.  Between  19^9  and  1975,  Canadian 

interest  rates,  weighted  to  account  for  the  use  farmers  made  of  them, 

l8 

averaged  5%  for  long  term  credit  and  8%  for  short  term  credit.  The 

ranges  were  1.^5%  -7.8%  and  4.5%  -  11.4%  respectively, 

18.  Calculated  from  rates  found  in  Thompson  (1978)  p.72. 
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This  study  has  used  three  interest  rates:  Q%,  5$  and  10$. 
rate  approaching  zero  would  imply  that  there  is  little  addition  to 
asset  values  over  the  annuity  period.  If  annuitized  the  value  of  assets 
would  be  used  up  in  equal  annual  installments.  The  annuity  formula,  A  , 
is  undefined  when  r  is  exactly  zero.  Various  interest  rates  can  be  used 
to  calculate  annuities  annually  at  current  asset  values.  The  higher  the 
interest  rate,  the  more  the  asset  can  earn  before  it  is  used  up,  thus 
bringing  a  higher  annual  annuity  value. 


CURRENT  DOLLAR  ESTIMATES  FOR  ECONOMIC  WELL-BEING 


Current  dollar  estimates  for  the  economic  well-being  measure 
which  takes  asset  values  into  consideration  are  obtained  by  summing  the 
current  income  component  and  the  annuity  value  calculated  from  current 
asset  values. ^ 


Y*  =  Y,  +  AV,  A 
t  t  t  n 

Each  estimate  represents  economic  position  at  any  point  in  time.  However, 
changes  do  not  necessarily  indicate  changes  in  real  economic  position  as 
the  purchasing  power  of  current  dollar  estimates  will  change  with 


changing  values  of  the  dollar. 


CONSTANT  DOLLAR  ESTIMATES  FOR  ECONOMIC  WELL-BEING 

Putting  current  dollar  estimates  into  constant  dollar  terms 

21 

allows  for  comparison  of  real  economic  position  over  time. 

Y*  =  y*  • 

t  t  .  price  index 


19,  Appendices  B-^l  to  B-3  list  current  estimates  for  annuitized  gross 
asset  values  calculated  for  this  study  using  various  interest  rates. 

20,  Listed  in  Appendices  C-l  to  C-3. 

21,  Listed  in  Appendices  D-l  to  D-4, 
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The  index  interprets  current  collars  into  dollars  whose  purchasing  power 

stays  the  same  over  time.  Many  such  indices  exist  to  translate  dollars 

into  the  purchase  of  specific  items — either  consumption  or  investment 

goods.  The  difficulty  in  separating  farmers’  investment  decisions  from 

22 

their  consumption  decisions  has  been  discussed  earlier.  It  has  been 
indicated  also  that  structural  change  in  agriculture  has  brought  the 
farming  community  into  closer  touch  with  the  wider  economic  environment. 
This  study  has  chosen  the  Consumer  Price  Index  (CPI)  as  a  deflator  for 
the  above  reasons  and  also  because  it  is  a  commonly-accepted  index  of 
inflation  in  Canada. ^ 

The  estimates  resulting  from  this  step  represent  annual  levels  of 
aggregate  economic  position  of  Canadian  farmers,  excluding  the  important 
components  of  off-farm  income  and  quota  values  and  including  both  asset 
equity  and  liability.  Changes  in  this  level  represent  real  changes  in 
the  purchasing  power  of  the  agricultural  sector,  with  a  bias  toward 
purchases  for  consumption  goods  because  of  the  use  of  the  CPI, 

ESTIMATED  ECONOMIC  POSITION  OF  CANADIAN  FARMERS 

AGGREGATE  NET  FARM  INCOME  AND  ECONOMIC  POSITION 

Figure  2  presents  four  estimates  of  Canadian  farmers '  aggregate 
economic  position  for  19^9  and  selected  census  years  to  1976.  Annual 
estimates  from  19^9  to  1976  Inclusive  for  Canada  and  the  provinces  (ex- 

cluding  Newfoundland)  are  presented  as  Appendix  D  of  this  study.  In 

22.  See  pp. 52-53  of  this  study. 

23.  Darcovich,  Gellner  and  Leung  (1979)  p.l8. 
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Figure  2.  Estimates  of  Real  Net  Farm  Income  and  Real  Economic  Position  in 

Canada,  Selected  Years 


$  Billion  (1971=100) 


Based  on  data  on  gross  farm  income,  operating  expenses  and  asset  values  from 
Statistics  Canada,  Quarterly  Bulletin,  Catalogue  #21-003,  Ottawa  (April  -  June 
selected  years);  the  deflator  is  the  Consumer  Price  Index,  1971  =  100. 

1.  Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farmers' 
asset  values  at  interest  rates  as  indicated  over  a  30-year  period. 
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Figure  2,  estimates  of  net  farm  income  obtained  from  Statistics  Canada 
surveys  are  compared  with  three  estimates  of  Canadian  farmers’  economic 
position  calculated  in  this  study.  These  estimates  are  expressed  in 
real  1971  terms.  Three  estimates  of  economic  position  are  based  on  net 
farm  income  and  on  farm  asset  values  which  have  been  annuitized  over  a 
30-year  period  using  annual  interest  rates  of  0 %9  5 %  and  10%.  These 
estimates  do  not  include  estimates  of  off-farm  income  or  quota  values; 
nor  do  they  exclude  asset  liability. 

From  Figure  2,  it  can  be  seen  that  Canadian  farmers’  economic 
position  has  improved  in  real  terms  since  19^9.  Using  the  real  net  farm 
income  measure,  1949-51  levels  were  not  reached  again  until  the  mid-1970s. 
Real  net  farm  income  fell  sharply  in  the  early  1950s  and  again  after 
1966.  In  1971,  real  net  farm  income  fell  to  its  lowest  point  for  the 
entire  period.  When  farm  asset  values  are  included  as  a  contributor  to 
economic  well-being,  1949-51  levels  were  at  least  matched  by  the  mid-1960s. 
The  declines  in  the  early  1950s  and  in  the  late  1960s  were  not  as  sharp 
as  the  drops  in  real  net  farm  income  alone  but  estimates  from  this 
measure  proceeded  to  increase  at  a  faster  rate  than  income  after  1971. 

The  income-asset  value  estimates  reached  their  lowest  point  in  1956. 

The  provinces  of  Canada  have  not  shared  equally  from  improvement 

24 

in  farmers’  economic  position.  Both  the  level  of  aggregate  farm 
economic  position  across  provinces  and  its  variability  over  time  can  be 
seen  from  Figure  3.  This  chart  shows  the  geographical  distribution  of 

real  net  farm  income  and  economic  position,  which  includes  annuitized 

24.  As  noted  earlier,  Newfoundland,  which  has  had  less  than  1%  of 
occupied  farms  and  of  net  farm  income  in  Canada  since  1949,  has 
been  omitted  from  provincial  analysis. 
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Figure  3.  Geographical  Distribution  of  Real  Net  Farm  Income  and  Real  Economic  Position1,  Selected  Years 
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Economic  position  includes  net  farm  income  plus  annuitized  asset  value  at  interest  rates  as  indicated  over  a  30-year  period 
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asset  values,  for  the  selected  years  between  19^9  and  1975.  The  esti¬ 
mates  represent  real  positions ,  based  on  1971  prices ,  The  shaded  areas 
show  to  what  extent  the  measure  of  economic  position  has  been  increased 
by  the  inclusion  of  annuitized  gross  asset  values,  A  distinction  has 
been  made  between  two  interest  rates  used  in  the  annuity  calculation. 

Ontario,  Saskatchewan  and  Alberta  all  started  from  higher  levels 
of  aggregate  net  farm  income  and  economic  position  than  other  provinces 
and  increased  their  share  of  these  relative  to  other  provinces  over  time. 

In  19^9,  aggregate  net  farm  Income  and  also  economic  position  was 
highest  in  Saskatchewan.  In  1966,  Saskatchewan’s  income  and  economic 
position  levels  were  again  marginally  higher  than  those  of  Ontario  but 
by  1971,  the  large  asset  component  in  Ontario  had  raised  this  province’s 
economic  position  above  that  of  Saskatchewan  and  by  1976,  Saskatchewan’s 
relatively  large  income  contribution  but  smaller  asset  value  left  Ontario’s 
share  of  aggregate  farm  economic  position  largest  in  Canada.  Alberta’s 
net  farm  income  share  moved  in  the  same  direction  as  that  of  Ontario  for 
all  years  shown  but  where  the  addition  of  Ontario's  asset  component  main¬ 
tained  an  increase  in  economic  position  in  1971,  Alberta’s  economic 
position  fell  for  this  year  relative  to  the  19 66  estimate.  Alberta’s 
economic  position  rose  above  the  1966  estimate  by  1976,  due  to  changes 
in  both  net  farm  income  and  asset  value. 

The  addition  of  asset  values  to  a  measure  of  economic  position 
increased  British  Columbia’s  economic  position  relative  to  its  net  farm 
income  level  more  than  any  other  province.  British  Columbia  had  only  a 
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slightly  larger  aggregate  net  farm  income  after  the  26-year  period  while 
its  economic  position  increased  substantially.  Both  Quebec  and  Manitoba 
were  left  with  a  slightly  lower  net  farm  income  and  a  slightly  higher 
economic  position  in  1976  as  compared  with  19^9, 

As  a  group.  Maritime  farms  have  shorn  real  declines  in  both  net 
farm  income  and  economic  position  between  19^9  and  1976,  although  in¬ 
creases  in  1976  brought  them  very  near  19^9  levels.  This  grouping  masks 
what  for  Nova  Scotia  and  New  Brunswick  are  even  lower  estimates  of  net 
farm  income  and  economic  position  as  the  farm  sector  in  Prince  Edward 

Island  experienced  real  increases  in  net  farm  income  and  the  annuitized 

25 

asset  component  since  the  early  1970s, 

PROPORTION  OF  NET  FARM  INCOME  TO  ECONOMIC  POSITION 

In  Canada  as  a  whole,  both  real  net  farm  income  and  asset  values 
have  been  increasing  but  the  latter  has  been  increasing  at  a  faster 
rate.  Figure  4  shows  the  proportion  of  real  net  farm  income  to  a  measure 
which  includes  annuitized  real  asset  values  along  with  net  farm  income 
in  Canada  from  1949  to  1976,  At  the  50%  level,  real  net  farm  income  and 
real  annuitized  asset  values  each  would  contribute  equally  to  the  measure 
of  economic  position.  An  estimate  above  the  50%  line  implies  real  net 
farm  income  contributes  the  majority  share  to  economic  well-being;  one 
below  indicates  the  asset  portion  Is  the  larger  contributor.  In  this 
diagram,  annuity  values  have  been  calculated  using  a  10%  rate  of  interest 

which,  if  interest  rates  were  lower  throughout  the  period,  biases  the 

25,  Refer  to  Appendices  D-l  to  D-4  for  a  breakdown  of  the  Maritimes 
into  provincial  estimates. 
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Figure  4.  Proportion  Real  Net  Farm  Income  to  Economic  Position1  Canada 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 
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estimates  in  favour  of  asset  values  playing  the  larger  role*  the 
opposite  would  be  true  if  interest  rates  were  higher  than  those 
assigned.  Thus,  in  earlier  years,  the  estimates  would  likely  be  higher 
than  indicated  and  in  later  years  they  would  likely  be  closer  to  or 
below  those  shown. 

Figure. 4  indicates  a  relatively  steady  decline  in  real  net  farm 
income’s  share  in  economic  position  as  measured  here.  Except  for  what 
may  be  the  influence  of  high  grain  prices  in  the  early  1970s,  asset 
values  have  contributed  more  than  50%  of  estimated  real  economic  well¬ 
being  since  the  late  1960s,  The  drop  in  income’s  share  after  1974  may 
be  a  combination  of  increased  investment  on  farms,  perhaps  aided  by 
increasing  incomes,  and  rapidly  increasing  farm  land  prices,  growing  at 
a  rate  faster  than  grain  prices. 

Most  provinces  in  Canada  have  shown  a  similar  change  in  the  pro¬ 
portion  of  real  net  farm  income  as  a  ratio  of  a  measure  which  includes 
annuitized  real  asset  values.  However,  the  importance  of  net  farm 
income  to  total  economic  position  as  calculated  in  this  study  has  varied 
among  provinces.  Figures  5  to  13  show  the  proportion  of  real  net  farm 
income  to  real  economic  position  (the  annuity  portion  of  which  has  been 
calculated  using  a  10%  rate  of  interest)  for  provinces  in  Canada. 


Figure  5.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position1  Prince  Edward  Island 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


6.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position1  Nova  Scotia 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 
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Figure  7.  Proportion  Rea!  Net  Farm  Income  to  Real  Economic  Position'  New  Brunswick 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  1 0%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


Figure  8.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position1  Quebec 
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.  Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


Figure  9.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position  Ontario 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  1 0%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


Figure  10.  Proportion  Rea!  Net  Farm  Income  to  Real  Economic  Position1  Manitoba 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculaed  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


Figure  1 1.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position1  Saskatchewan 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


Figure  12.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position1  Alberta 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  10%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21-003  (April  -  June  various  years). 


Figure  13.  Proportion  Real  Net  Farm  Income  to  Real  Economic  Position1  British  Columbia 
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Economic  position  includes  net  farm  income  plus  an  annuity  calculated  from  farm  asset  values  at  a  1 0%  rate  of  interest  over 
a  30-year  period.  Proportion  is  calculated  using  constant  dollar  values  of  income  and  asset  value  estimates  published  by 
Statistics  Canada  in  the  Quarterly  Bulletin,  Catalogue  #21*003  (April  -  June  various  years). 
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Widely  fluctuating  incomes  in  Prince  Edward  Island,  New  Brunswick, 

Saskatchewan,  and  to  a  lesser  extent  Alberta  make  it  unclear  as  to  whether 

there  is  a  trend  towards  a  lessening  proportion  being  attributed  to  net 

26 

farm  income  in  these  provinces.  The  case  for  Alberta  is  atypical  since 
asset  values  have  formed  the  major  proportion  of  the  economic  well-being 
measure  since  the  early  1950s. 


The  real  net  farm  income  proportion  in  Nova  Scotia  and  Quebec 
shows  a  slightly  downward  trend,  although  it  remained  above  the  50%  line 
from  19^9  to  1976. 


The  proportion  of  real  net  farm  income  in  Ontario  and  British 
Columbia  decreased  markedly  between  19^9  and  1976.  After  falling 
sharply  in  the  1950s,  between  i960  and  approximately  1966,  net  farm 
income  was  an  equal  contributor  to  economic  position  in  these  provinces. 
By  1968,  annuitized  asset  values  contributed  over  50%  to  the  present 
measure  of  economic  position.  Subsequently,  the  ratio  of  net  farm  in¬ 
come  to  economic  position  as  calculated  here  remained  at  or  below  50%, 
although  when  grain  prices  were  relatively  high  in  the  early  1970s,  the 
proportion  of  net  farm  income  increased  somewhat. 


26.  These  income  changes  may  stem  from  similarities  in  types  of  commo¬ 
dities  produced  in  these  provinces  and/or  similarities  in  markets 
for  their  products  (such  as  a  dependence  on  variable  export  markets 
and  fewer  market  alternatives  than  elsewhere). 


. 
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Manitoba  and  Saskatchewan  show  similar  patterns  of  change  in  the 
proportion  of  real  net  farm  Income  to  the  present  economic  well-being 
estimates.  Net  farm  Income  came  close  to  equal  proportions  with  annui¬ 
tized  asset  values  in  1955  and  hovered  above  the  50%  level  for  about  a 
decade.  During  the  late  1960s  and  early  1970s,  annuitized  asset  values 
took  on  the  majority  role  until  the  grain  prices  in  the  1970s  raised 
farm  incomes  above  previous  levels.  As  for  Canada  as  a  whole,  the  drop 
in  1975  of  net  farm  income  share  could  be  explained  by  increased  farm 
investment  and/or  rising  values  of  assets,  particularly  land  values. 

DISTRIBUTION  OP  CENSUS  FARMS  AND  ECONOMIC  POSITION 

So  far*  the  discussion  has  focussed  on  national  and  provincial 

shares  of  aggregate  net  farm  income  and  asset  values  without  considering 

the  distribution  of  occupied  farms  throughout  Canada.  Criteria  for  the 

27 

definition  of  a  census  farm  in  Canada  changed  between  19^9  and  1976. 

Using  the  1976  definition  of  census  farm  for  the  28  years  under  study, 

Figure  14  shows  the  number  and  proportion  of  occupied  farms  in  Canada  in 
1951  and  again  in  1976,  Except  for  British  Columbia ?  the  absolute  number 
of  census  farms  has  declined  over  the  period.  As  well,  there  has  been  a 
general  transfer  from  east  to  west  in  provincial  distribution  of  census  farms 


27,  See  p,63  of  the  present  study  for  information  on  these  changes. 


Figure  14.  Number  and  Proportion  of  Occupied  Farms1  in  Canada2,  1951  and  1976 


or  more  gross  sales  of  agricultural  products. 
.  Including  Newfoundland. 
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Table  1  shows  the  percentage  distribution  in  Canada  of  census 
farm  numbers,  real  net  farm  income  and  economic  position  (which  includes 
farm  asset  values  annuitized  at  a  10%  rate  of  interest)  for  selected 
years  from  1951.  It  is  reasonable  to  find  farm  numbers  shifting  in 
accordance  with  agricultural  and  overall  economic  opportunities.  As 
noted  above,  absolute  farm  numbers  have  declined  and  the  proportion  of 
farms  in  Canada  has  shifted  slightly  towards  the  western  provinces  since 
1951.  This  can  be  seen  in  Table  1,  where  the  percentage  of  farm  numbers 
decline  for  every  province  east  of  Manitoba  and  increase  from  Manitoba 
westward  over  time. 

Typically,  changes  in  provincial  distribution  of  measures  of 
economic  well-being  have  been  correlated  with  changes  in  the  distribution 
of  census  farms  in  Canada.  Notable  exceptions  are  Ontario  and  Manitoba. 
The  proportion  of  census  farms  declined  in  Ontario,  While  its  share  of 
economic  well-being  measures,  especially  the  measure  which  includes 
annuitized  asset  values,  increased.  The  opposite  is  true  in  Manitoba, 
where  its  proportion  of  census  farms  increased  at  the  same  time  as 
measures  of  economic  well-being  were  falling.  A  reason  for  this  situa¬ 
tion  may  be  that  in  Manitoba,  it  is  relatively  more  difficult  for  farmers 
to  shift  entirely  to  off-farm  employment  due  to  fewer  off-farm  opportu¬ 
nities  and/or  higher  costs  of  shifting  than  in  Ontario.  Prince  Edward 
Island  is  another  anomaly,  where  its  proportion  of  farm  numbers  declined 
steadily  but  its  share  of  measures  of  economic  well-being  fluctuated 
over  the  period. 


■ 
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TABLE  1 

1  2 
PERCENT  DISTRIBUTION  OF  CENSUS  FARM  NUMBERS,  REAL  NET  FARM  INCOME 

AND  REAL  ECONOMIC  POSITION3  ACROSS  CANADA,  SELECTED  YEARS 


YEAR 

%  FARM 
NUMBERS 

%  NET 

FARM 

INCOME 

%  ECON. 
POSITION 

YEAR 

%  FARM 
NUMBERS 

%  NET 

FARM 

INCOME 

%  ECON. 
POSITION 

Prince 

Edward  Is 

land 

Ontario 

1951 

1.4 

.9 

.9 

1951 

27.4 

25.2 

25.8 

1961 

1.3 

.6 

.7 

1961 

25.5 

24.3 

26.3 

1966 

1.3 

.7 

.7 

1966 

25.2 

24.7 

25.1 

1971 

1.1 

.6 

.7 

1971 

25.2 

27.2 

28.1 

1976 

1.0 

1.1 

.8 

1976 

25.6 

25.2 

28.4 

Nova  Scotia 

Manitoba 

1951 

1.7 

1.6 

1.6 

1951 

9.6 

10.9 

10.5 

1961 

1.4 

1.5 

1.3 

1961 

9,5 

9.6 

9.2 

1966 

1.3 

1.0 

.9 

1966 

9.8 

9.8 

9.5 

1971 

1.2 

1.1 

1.0 

1971 

9.9 

8.8 

8.7 

1976 

1.2 

.9 

.8 

1976 

10.0 

9.0 

8.3 

New  Brunswick 

Saskatchewan 

1951 

2.0 

1.7 

1.7 

1951 

21.4 

24.7 

23.4 

1961 

1.5 

1.0 

1.0 

1961 

23,3 

25.4 

23.7 

1966 

1.3 

1.0 

.9 

1966 

23.  4 

26.6 

26.2 

1971 

1.1 

1.0 

,8 

1971 

23.8 

24.4 

23.6 

1976 

1.1 

1.1 

.8 

1976 

23,2 

28.9 

26.2 

EThe  Maritime  Provinces 

Alberta 

1951 

4.8 

4.2 

4.6 

1951 

15,0 

14.1 

15.8 

1961 

4.2 

3.2 

3.1 

1961 

16.6 

15.5 

17.9 

1966 

3.9 

2.7 

2.5 

1966 

17.3 

19.8 

20,9 

1971 

3.4 

2.7 

2.5 

1971 

17.8 

18.2 

20.2 

1976 

3.3 

3.1 

2.4 

1976 

19,1 

18.3 

19,1 

Quebec 

British  Columbia 

1951 

18.3 

14.3 

14.5 

1951 

3.1 

3.8 

4.0 

1961 

17.7 

12.4 

12.4 

1961 

3.1 

4.7 

4.9 

1966 

17.1 

11.8 

10,9 

1966 

3.2 

4.5 

4.7 

1971 

16.1 

13. 4 

11,1 

1971 

3,7 

5.2 

6 . 0 

1976 

14.4 

10.7 

9.5 

1976 

4,3 

4.9 

6.0 

1.  Holding  the  definition  of  census  farm  constant  at  1976;  see  Daviault 
(1978)  p.6. 

2.  Estimates  from  Appendix  A  deflated  using  the  CPI  (1971=100). 

3.  Combines  net  farm  income  and  gross  farm  asset  values  annuitized  at  10% 
interest  rate  over  a  30-year  period;  ratios  calculated  from  estimates 
appearing  as  Appendix  D  of  this  study. 

4.  Excludes  Newfoundland. 
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It  is  interesting  to  note  that  in  all  provinces ?  both  measures 
of  economic  well-being  changed  in  the  same  direction  over  time  and 
that,  except  for  Saskatchewan,  Prince  Edward  Island  and  perhaps  Alberta, 
the  magnitude  of  change  in  the  measure  which  includes  annuitized  asset 
values  was  larger  than  that  for  net  farm  income  alone. 


ECONOMIC  POSITION  ON  A  ’PER  FARM*  BASIS 

Table  2  shows  real  estimates  for  farmers '  economic  well-being 
on  a  ’per  farm’  basis  in  Canada  and  the  provinces  for  selected  years. 
These  estimates  include  the  net  farm  income  measure  and  two  income- 
asset  value  measures  using  interest  rates  of  5%  and  10%  to  calculate 
annuity  values.  The  average  farm  unit  estimates  are  calculated  from 
aggregate  estimates,  deflated  using  the  CPI  (1971=100),  and  census  farm 
numbers  which  reflect  a  constant  1976  census  farm  definition. 

The  ’per  farm’  real  economic  well-being  estimates  rose  in  all 
provinces  between  1951  and  1976,  The  estimated  levels  of  economic  well¬ 
being  per  farm  are  typically  highest  for  farms  in  British  Columbia  and 
lowest  for  those  in  Quebec.  The  average  farm  in  British  Columbia  led 
all  provinces  in  both  net  farm  income  and  in  economic  position  over  the 
period,  except  for  the  unusually  high  net  farm  income  in  Saskatchewan 
in  1976.  This  implies  that  higher  asset  values  appear  correlated  with 
higher  net  farm  incomes.  Looking  at  the  ratios  of  net  farm  income  and 
economic  position  between  Quebec  and  British  Columbia,  it  appears  that 
Quebec’s  real  income  position  relative  to  that  of  British  Columbia  farms 
actually  improved  slightly,  from  63.9%  in  19^9  to  65,5%  in  1976; 


_ 


+ 
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TABLE  2 

AVERAGE  REAL  NET  FARM  INCOME1  AND  REAL  ECONOMIC  POSITION2 

IN  CANADA SELECTED  YEARS 


YEAR 

NET 

ECONOMIC 

ECONOMIC 

YEAR 

NET 

ECONOMIC 

ECONOMIC 

FARM 

POSITION 

POSITION 

FARM 

POSITION 

POSITION 

INCOME 

(r=5%) 

(r=10$) 

INCOME 

(r=5SO 

(r=10$) 

CANADA 

Ontario 

1951 

7,268 

9,680 

11,201 

1951 

6,684 

9,059 

10,557 

1961 

5,97*4 

9,195 

11,226 

1961 

5,687 

9,276 

11,540 

1966 

8,298 

12,797 

15,264 

1966 

7,950 

12,526 

15,249 

1971 

7, 080 

12,258 

15,523 

1971 

7,640 

13,543 

17,267 

1976 

11,037 

18,082 

22,526 

1976 

10,832 

19,482 

24,939 

Prince  Edward  Island 

Manitoba 

1951 

5,037 

6,675 

7,708 

1951 

8,196 

10,621 

12,151 

1961 

2,848 

4,687 

5,848 

1961 

6,058 

9,041 

10,923 

1966 

4,410 

6,659 

8,077 

1966 

8,117 

12,254 

14,863 

1971 

3,901 

6,933 

8,845 

1971 

6,294 

10,795 

13,634 

1976 

11,694 

15,860 

18,488 

1976 

9,915 

15,363 

18,800 

Nova 

Scotia 

Saskatchewan 

1951 

6,858 

9,148 

10,591 

1951 

8,391 

10,766 

12,264 

1961 

6,585 

9,133 

10,740 

1961 

6,523 

9,533 

11,431 

1966 

6,399 

9,384 

11,268 

1966 

9,196 

14,024 

17,070 

1971 

6,559 

10,334 

12,716 

1971 

7,263 

12,244 

15,386 

1976 

8,464 

12,831 

15,585 

1976 

17,768 

20,909 

25,424 

New  Brunswick 

Alberta 

1951 

6,318 

8,338 

9,613 

1951 

6,812 

9,856 

11,776 

1961 

4,097 

6,547 

8,092 

1961 

5,561 

9,564 

12,090 

1966 

6,089 

8,754 

10,434 

19  66 

9,304 

14,928 

18,476 

1971 

1976 

5,867 

10,778 

9,074 

15,004 

11,096 

17,670 

1971 

1976 

7,282 

10,582 

13,637 

17,886 

17,645 

22,493 

Quebec 

British  Columbia 

1951 

5,677 

7,628 

8,859 

1951 

8,880 

12,247 

14,371 

1961 

4,174 

6,422 

7,840 

1961 

9,167 

14,404 

17,708 

1966 

5,627 

8,175 

9,781 

1966 

11,275 

18,073 

22,361 

1971 

5,910 

8,833 

10,676 

1971 

10,117 

19,526 

25,461 

1976 

8,230 

12,350 

14,948 

1976 

12,562 

24,040 

31,279 

1.  Calculated  from  aggregate  estimates,  deflated  using  the  CPI  (1971=100) 
and  real  census  farm  numbers  (1976  census  farm  definition). 

2.  Includes  net  farm  Income  plus  annuitized  gross  asset  values  using 
interest  rates  of  5%  and  10$  over  a  30-year  period;  expressed  in 
real  terms ' as  above . 

3.  Excludes  Newf oundland . 
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whereas  its  position  vis  a  vis  British  Columbia  using  a  composite 
measure  of  income  and  asset  values  fell  from  6l.6%  to  47*8%  in  25  years. 
Similar  comparisons  with  national  averages  show  Quebec  farms’  real 
income  position  fell  modestly  from  78.1%  to  74.6%  compared  with  the 
fall  in  British  Columbia  farms’  real  income  position  from  122.2%  to 
113.8%.  However  Quebec  farms’  real  economic  position  using  a  measure 
which  includes  asset  values  fell  from  79.2%  to  66.4%,  whereas  that  of 
British  Columbia  farms  rose  from  128.3%  of  the  national  average  to  138.9%. 

The  range  across  provinces  in  average  real  net  farm  income  and 
average  real  economic  position  including  annuitized  assets  widened  with 
time.  Between  1951  and  1976,  the  range  of  average  real  net  farm  in¬ 
come  grew  by  22.9%,  or  .9%  per  year.  Over  the  same  period,  the  range 
in  average  real  economic  position,  using  a  10%  rate  of  interest  to 
calculate  the  annuity  component,  grew  by  39.6%,  or  1.6%  annually. 

Figure  15  presents  a  graphic  representation  of  average  real  net 
farm  income  and  average  real  economic  position  found  in  Table  2.  The 
shaded  areas  show  to  what  extent  economic  position  has  been  extended  by 
the  inclusion  to  net  farm  income  of  asset  values  annuitized  at  a  10% 
rate  of  interest.  Changes  in  average  real  net  farm  income  and  economic 
position  as  calculated  here  are  somewhat  more  positive  than  those  indi¬ 
cated  by  aggregate  data. 

The  ’’average  farm’  in  all  provinces  increased  both  its  net  farm 
income  and  its  economic  well-being  which  includes  asset  values  between 
1951  and  1976.  For  Nova  Scotia  and  New  Brunswick,  this  situation 
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Figure  15.  Average  Real  Net  Farm  Incomei  and  Real  Economic  Position2  in  Canada3,  Selected  Years 
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i.  Excluding  Newfoundland. 
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contrasts  with  aggregate  results  which  showed  real  declines  in  net  farm 
income  and  economic  position  in  these  provinces  over  the  25  years.  In 
general,  real  changes  in  average  net  farm  income  show  a  similar  pattern 
across  provinces .  Net  farm  income  in  1961  and  1971  is  relatively  low 
and  in  1976  it  is  relatively  high,  though  in  some  provinces  the  increase 
is  more  pronounced  than  in  others.  Capital  values  are  important  to  all 
provinces  but  most  notably  in  British  Columbia,  Ontario  and  Alberta. 

Provincial  diversity  in  real  measures  of  average  economic  well¬ 
being  increased  over  the  25  years  between  1951  and  1976.  From  a  situa¬ 
tion  in  1951  of  relative  equality  throughout  Canada  in  both  average  net 
farm  income  and  average  economic  position  which  includes  annuitized 
asset  values,  the  "average  farm”  in  Ontario,  Saskatchewan  and  British 
Columbia  moved  to  a  position  higher  than  the  national  average  by  1976. 
The  "average  farm"  in  Ontario  and  British  Columbia  fared  better  than  the 
national  average  due  largely  to  the  asset  value  component,  whereas  the 
contribution  of  net  farm  income  was  more  important  in  Saskatchewan. 

The  economic  well-being  of  the  "average  .farm"  in  Alberta  was  lower  than 
the  national  average  using  the  net  farm  income  measure  but  was  close  to 
or  above  national  average  when  annuitized  asset  values  were  added.  The 
"average  farm"  in  Manitoba  started  from  a  position  above  the  national 

average  but  by  1966  had  slipped  below,  The  "average  farm"  in  Prince 
Edward  Island  and  New  Brunswick  received  a  boost  through  net  farm  in¬ 
come  in  1976  which  was  not  enjoyed  to  the  same  extent  by  farms  in  Nova 


Scotia  and  Quebec, 


' 
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SECTORAL  COMPARISON  OF  ECONOMIC  POSITIONS 

Table  3  provides  a  comparison  of  national  average  measures  of 
farmers’  economic  well-being  with  national  average  non- farm  income 
estimates.  The  estimates  are  expressed  in  real  terms  using  the  CPI 
(1971=100)  as  the  deflator  for  selected  years  between  1951  and  1976. 

Three  categories  of  real  non- farm  income  are  listed.  Income  of 
non-farm  family  units,  which  includes  unattached  individuals  and  families 
with  two  or  more  members,  is  a  composite  of  wages  and  salaries,  net 
unincorporated  business  Income,  investment  income,  government  transfer 
payments  and  miscellaneous  income  (including  pensions  and  annuities). 

The  other  two  groups,  wages  and  salaries  and  net  self-employment  earnings, 
are  listed  separately.  Since  estimates  under  this  classification  have 
not  been  published  for  the  1970s,  a  proxy  of  incomes  of  families  living 
in  metropolitan  areas  has  been  used. 

Since  farmers  are  largely  self-employed  in  a  farm  occupation,  the 
closest  comparison  group  is  likely  that  of  net  self-employed  earnings  in 
the  non- farm  sector.  This  breakdown  was  not  available  using  the  series 
on  families  living  in  metropolitan  areas;  therefore  1970s  estimates  for 
this  category  are  not  listed. 

Three  estimates  of  real  average  returns  to  farm  units  are  given: 
net  farm  income  and  two  income-asset  value  measures  where  farm  asset 
values  have  been  annuitized  using  interest  rates  of  5%  and  10%,  These 
estimates  have  been  calculated  in  this  study . 
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TABLE  3 

SECTORAL  COMPARISON  OF  PROVISIONAL  ESTIMATES  OF  AVERAGE  REAL 
ECONOMIC  WELL-BEING  MEASURES1  IN  CANADA,  SELECTED  YEARS 


YEAR 

NET  NON-FARM  INCOME2 

NET  FARM  RETURNS3 

Income  of  All 
Non-Farm  ^ 
Family  Units4 5 6 

Wages 
and  t- 

Salaries^ 

Net  Self- 

Bnploymegt 

Earnings 

Estimated 
Net  Farm 
Income 

Estimated 

Economic 

Position 

(r=5%) 

Estimatec 

Economic 

Position 

(r=10%) 

1951 

4,84l 

5,180 

6,021 

7,268 

9,680 

11,201 

1961 

6,404 

7,030 

8,367 

5,974 

9,195 

11,226 

1965 

1966 

7,501 

8,313 

8,904 

8,298 

12,797 

15,264 

1971 

11,262 

n.a. 

n.a. 

7,080 

12,258 

15,523 

1976 

13,472 

n.a. 

n.a. 

11,037 

18,082 

22,526 

Sources : 

-For  columns  1,  2  and  3  and  years  1951  to  1965:  Statistics  Canada, 

Income  Distributions,  catalogue  #13-529  (June  1969)  pp. 26-29. 

-For  columns  1,  2  and  3  and  years  1971  and  1976:  Statistics  Canada, 

Family  Incomes  (Census  Families),  catalogue  #13-208  (July  1973  and  1978 
respectively)  p.l4. 

-Columns  4,  5  and  6  are  calculated  in  this  study  based  on  gross  farm 
income,  operating  expenses  and  gross  farm  asset  value  estimates  found  in 
Statistics  Canada,  Quarterly  Bulletin  of  Agricultural  Statistics,  cata¬ 
logue  #21-003  (April-June  various  years).  See  Appendix  D  to  this  study 
for  a  representation  of  these  estimates'. 


1.  Using  the  CPI  as  deflator  (1971=100). 

2.  Non- farm  income  for  years  1951  to  1965  refers  to  non -farm  income  of 
census  families  and  unattached  individuals.  This  category  for  years 
1971  and  1976  refers  to  returns  to  families  living  in  a  metropolitan 
area  (defined  as  a  centre  with  a  population  of  at  least  30,000). 

NOTE:  None  of  these  estimates  contain  asset  value  estimates. 

3.  These  estimates  do  not  include  off-farm  income  or  quota  values,  and 
do  not  consider  asset  liability. 

4.  Estimates  for  non- farm  family  units  obtained  from  sample  survey  and 
income  tax  data  include  family  groups  and  unattached  individuals. 

5.  Wages  and  salaries  estimates  for  a  sub-group  of  non-farm  family  units. 

6.  Net  self-employment  earnings  estimates  for  a  sub-group  of  non- farm 
family  units. 


■ 
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The  estimates  are  not  strictly  comparable  across  categories  as 
important  exclusions  exist  from  all  groups.  Non-farm  assets  have  not 
been  considered;  only  the  last  two  categories  of  farm  economic  position 
include  asset  values  explicitly  in  the  measure.  No  off-farm  income 
estimates  are  included  as  an  income  source  to  farmers;  nor  are  quota 
values  included  in  the  asset  component.  The  farm  asset  component  in 
the  last  two  columns  has  not  been  adjusted  for  farm  liability. 

Table  3  indicates  that  in  1951,  real  average  net  farm  income  was 
above  the  income  group  averages  in  the  non- farm  sector.  However,  by 
1961,  the  net  farm  income  category  had  fallen  below  all  other  estimates 
for  economic  well-being.  Starting  from  a  higher  position,  net  farm 
income  increased  1.6  times  while  the  other  measures  of  farm  economic 
position  which  include  asset  values  doubled.  It  should  be  noted,  however, 
that  because  1951  was  a  relatively  good  net  farm  income  year,  these 
increases  may  understate  the  actual  change  in  farm  economic  well-being 
over  time.  In  the  non- farm  sector,  income  of  all  non-farm  family  units 
increased  2.8  times  over  25  years. 

It  appears  that  different  real  rates  of  growth  occurred  in  the 
various  categories  listed.  Real  average  non-farm  income  grew  at  an 
average  annual  rate  over  25  years  of  7,1$,  Real  average  net  farm  income 
increased  annually  by  2,1%,  When  annuitized  farm  asset  values  are  added 
to  net  farm  income  using  interest  rates  of  5$  and  10$,  annual  growth 
rates  for  average  farm  economic  position  are  3.5$  and  4.0$  respectively. 
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CHAPTER  5 

SUMMARY  AND  CONCLUSIONS 


Measuring  the  economic  well-being  of  Canadian  farmers  has  been 
under  consideration  In  the  present  study.  After  arguing  that  traditional 
measures  do  not  meet  current  needs  for  estimating  farmers’  economic 
well-being,  the  study  Introduces  a  measure  which  considers  farm  asset 
values  along  with  net  farm  Income  as  determinants  of  economic  position. 
Empirical  estimates  for  the  real  economic  well-being  of  Canadian  farmers 
between  19^9  and  1976  are  calculated  from  net  farm  income  and  gross  farm 
asset  value  estimates  published  by  Statistics  Canada.  Important  weak¬ 
nesses  of  these  estimates  are  the  omission  of  off-farm  Income  data  and 
quota  value  data,  and  the  failure  to  exclude  farm  asset  liability. 

Results  of  the  empirical  estimation  of  real  economic  positions 
of  farmers  in  Canada  can  be  summarized  into  five  conclusions. 

1)  Canadian  farmers’  economic  position,  measured  by  net  farm  income 
alone  or  net  farm  income  plus  annuitized  gross  asset  values,  has 
improved  in  real  terms  since  19^9. 
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2)  Farmers'  economic  position  in  the  aggregate  and  on  average  in  Canada 
has  not  increased  at  the  same  rate  in  all  provinces. 

3)  There  is  a  growing  gap  between  estimates  of  net  farm  income  and 
estimates  of  farmers'  economic  position  which  include  annuitized 
gross  farm  asset  values  along  with  net  farm  income,  with  the  land 
component  forming  a  large  and  increasing  proportion  of  gross  farm 
asset  values. 

4)  The  distribution  of  census  farms  has  shifted  slightly  towards  the 
western  provinces  over  time,  as  have  both  the  level  of  net  farm 
income  and  the  size  of  the  capital  base  on  farms, 

5)  On  a  'per  farm’  basis,  net  farm  income  and  net  farm  income  plus  an 
annuitized  asset  component  have  increased  substantially  but  at  an 
historically  slower  pace  than  income  of  various  non- farm  categories. 

The  estimates  of  farmers'  economic  well-being  provided  in  this 
study  combine  net  farm  income  and  gross  farm  asset  values  to  measure 
economic  resources  in  the  hands  of  the  Canadian  agricultural  sector. 
These  estimates  are  not  intended  to  represent  what  farmers  can  or  do 
consume  in  any  given  year.  There  are  risks  involved  to  the  farmer  in 
translating  productive  assets  into  current  purchasing  power,  since  farm 
income  itself  depends  in  part  on  the  use  of  such  assets  and  historically 
only  ownership  guarantees  their  use. 

Credit  or  tax  policies  may  be  used  to  influence  investment  in 
agriculture.  Credit  policies  can  encourage  or  discourage  investment, 
for  example,  through  loan  policies  which  consider  the  characteristic 
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variability  of  farm  income  and  the  large  capital  commitment  necessary 
in  agriculture.  Tax  policies,  especially  taxation  on  capital  gain, 
appear  to  be  an  increasingly  sensitive  area  for  the  farm  sector. 

Further  economic  data  on  the  farm  sector  would  contribute  to  the 
accuracy  of  measuring  Canadian  farmers’  economic  well-being.  Deficient 
areas  this  study  considers  to  be  particularly  important  include  off- 
farm  income  and  investment  estimates,  estimates  of  net  investment  in 
agriculture,  quota  value  estimates  and  income  distribution  breakdowns. 

Given  the  increasing  role  of  off-farm  employment  by  farmers, 
off-farm  employment  income  estimates  are  especially  necessary  for 
measures  of  farmers’  economic  well-being.  The  quantity  of  off-farm 
investment  and  resulting  non-employment  off-farm  income  would  also  be 
an  important  addition  to  the  present  estimates.  Data  on  net  investment 
in  agriculture  or  on  asset  liability  data  to  combine  with  published 
gross  investment  estimates  would  improve  measurement.  Further,  data  on 
net  investment  in  agriculture  would  assist  in  measurement  of  capital 
gains  on  farm  assets.  Quota  values  involve  another  aspect  of  famers’ 
economic  well-being  which  has  received  little  documentation  to  date. 
Should  these  and  the  more  traditional  data  sources  of  farm  income  and 
farm  asset  values  be  available  with  an  income  class  breakdown,  measure¬ 
ment  of  income  distribution  within  the  Canadian  farm  sector  would  be 


possible. 
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Availability  of  certain  data  from  the  non-farm  sector  would 
allow  more  accurate  comparisons  between  farm  and  non- farm  economic 
well-being.  Asset  ownership  categories  for  the  non- farm  sector  would 
be  an  important  addition  to  the  income  component .  All  non-farm  data 
which  uses  the  category  of  ’non-farm  self-employed'  would  be  of  parti¬ 
cular  interest  as  a  contrast  group  with  farmers. 

This  study  concludes  that  farm  income  alone  does  not  provide  a 
realistic  estimate  of  economic  well-being  of  the  agricultural  sector. 
As  well  as  redistributing  economic  resources  towards  asset  owners, 
capital  value  appreciation  increases  capital  requirements  for  growth 
of  the  agricultural  sector  as  a  whole.  Farmers’  economic  decisions 
must  be  made  with  a  view  not  only  to  income  but  also  to  asset  require¬ 
ments.  Capital  value  appreciation,  particularly  land  price  inflation, 
makes  farm  asset  values  a  necessary — though  not  the  only  necessary — 
inclusion  into  a  measure  for  the  economic  well-being  of  farmers. 
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Calculated  from  current  estimates  cf  farm  asset  values,  ever  a  30-year  annuity  period. 

At  exactly  zero,  the  annuity  formula  is  undefined.  The  figures  given  represent  an  annuity 
factor  of  1/30  as  the  interest  rate  approaches  zero. 
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Calculated  from  current  dollar  estimates  for  economic  well-being  using  the 
CPI  (1571=100)  as  the  deflator. 
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Calculated  from  current  dcllar  estimates  for  economic  well-being  using  the 
CrI  (  19  71=100)  as  the  deflator* 
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